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ECONOMICS AND MODERN PSYCHOLOGY. I 
I. INTRODUCTION 


One August day three years and a half ago, so the story went, 
the captain of a German lake-steamer on Lake Nyassa leaned out of 
the cabin window and cursed excitedly at a British improvised gun- 
boat whose third shot had knocked a piece out of the pier along- 
side: ‘‘You — — fool, vot you think you do? Next time you 
shoot you hit de ship!” He had not learned that there was a war, 
and that he was being fought with. As the tale was told, the 
absurdity seemed all on the side of the attackers, and the victim 
appeared as one sane man in a world gone mad. But that is perhaps 
the same as one madman in a world of normals. The war has 
touched all of life, and nowadays thought that has no concern 
with the combat or with reconstruction has an air of coming from 
some planetary satellite inhabited by beings not quite human. 
And if the world is to tolerate the leisurely luxury of speculative 
theorizing in this time of action, and to have patience with the 
demands of logical analysis amid the pressure of expedients and 
expediencies, it may certainly demand in return of theory that 
it shall prove that it knows the world is at war. 

War means sudden and huge mobilizations in industry which 
overtax the “natural” mobility of free economic agents. It 


I 
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treats industry first and foremost as an instrument of national 
service, not of private profit, and finds the two in some respects 
incompatible. It instals a quasi-socialism in the direction of 
production, and discredits and supersedes the rule of supply and 
demand. It stops the production of luxuries which could be made 
at a profit and distributes necessities sometimes at a loss. It 
dethrones exchange value as the guide of economic life and enlists 
and educates the consumer to buy what is for the national good. 

Reconstruction will present the problem of how much of all 
this we shall keep, and the answer will depend largely on whether 
the lessons learned have become a working part of our general 
economic philosophy. An economic philosophy which can assimi- 
late these lessons must needs be dynamic and national. Or we 
may say “evolutionary and social,” if the reader dislikes the 
mechanical implications of “dynamic’’ and hopes for a reconstruc- 
tion on a basis broader than national boundaries. The “formal” 
or systematic theory which we inherit is largely conditioned by a 
search for levels of equilibrium rather than an unfettered study of 
economic processes.’ Its study of processes hardly dares press 
beyond those processes that can be shown to tend toward equilib- 
rium, or those aspects of broader processes which can be treated in 
terms of an equilibrium of the exchange-value sort. The processes 
thus studied are those of organizing human forces to achieve human 
ends, and their interpreter today cannot afford, any more than 
Mr. Hoover can, to limit his study to the organization of these 
forces by the one agency of price under free exchange, or to measure 
human ends solely by their expression through the one channel of a 
price-determining demand. Formal theory, however, has so far 
made but few and incomplete excursions beyond the realm of 
static and price-governed assumptions, and the need of an over- 
hauling based on broader premises is more than ever a pressing one. 

It is pressing because the kind of economic theory suited to 
the twentieth century and its place in the growing body of differen- 
tiated studies and activities are yet to be decided, and they will be 

* To be distinguished from broader currents of social-economic thinking, even 
in the case of those economists whose names are identified with systems of formal 
theory. 
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different from what they have been in the past. The writer 
began some years ago a study of the extent to which economic 
theory was limited by its premises, and of the character and 
extent of readjustment necessary to carry on the work done by 
his father in formulating theory free of static limitations. The 
result has been to indicate that not merely the doctrines, but the 
very inquiries (except perhaps the most fundamental), the forms 
in which they are cast, and the quantitative and systematic char- 
acter of the results demanded, are themselves dependent on those 
limiting assumptions from which a fulfilled economics must make 
itself free. One thing to be thankful for is the evidence that 
there is more economic theory in the world than many theorists 
have realized, since many inquiries that seem foreign to formal 
theory are really just the sort of thing that must inevitably result 
from following theory’s fundamental undertakings to the point 
of realism.? 

For instance, the present series of papers starts with the attempt 
to square economic theory with modern psychology. This leads 
direct to the thesis that when theory has studied the meaning of 
value in terms of utility’ its very attitude and inquiry have pre- 
supposed an equilibrium between utilities and thus have been 
oriented by a static point of view and static assumptions. The 
emancipated counterpart of this equilibrium inquiry is a study of 
the entire process of economic guidance, in which the utility theory 


* Hence the feeling of many a theorist that modern criticism is not completed 
by any constructive offerings, and that until something positive is forthcoming to 
take the place of the theories which are under fire, he will not discard them. He is 
perhaps looking for something constructive of the familiar general type, and cast in the 
familiar mold. If so, he will never find it—for a reason. 


2 Such studies as those of Professor Hoxie and Professor W. C. Mitchell meet 
this requirement. Professor Mitchell’s Backward Ari of Spending Money is a perfect 
example of the type of study that theory must make, if it is to be more closely relevant 
to real life than past theory has been. 


3 Cf. Downey, Journal of Political Economy, XVIII, 267, “No generalization about 
price which is of much significance can be true.” No generalization about anything 
in economics which is of any significance can be too per cent true, and Downey’s 
statement is itself a generalization about price and hence, if true, is not of much 
significance. It does mean that thinking which has centered in price must find a 
new keynote if possible. 
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appears as an interpretation of one phase only of guidance by one 
agency only, viz., the static or the hedonistic phase of guidance by 
individual initiative. For this is the only phase of guidance which 
falls within the requirements of a theory of equilibrium. To the 
economic problems of a century ago this phase of guidance was 
supremely relevant, but for the problems of today it is the other 
phases of guidance that claim attention, if only because their 
principles are so little formulated and so completely unannexed. 
It needs no proof that such a study is vital to our needs today, 
when new and socialized forms of guidance hold the center of the 
stage. What may need proving is that it is but the logical con- 
tinuation of the same study in which the marginal utility theory of 
value represents a way-station. It is the form into which the 
utility theory necessarily evolves in achieving verifiable meaning 
and a fuller measure of truth. 


II. WHY ECONOMISTS SHOULD STUDY PSYCHOLOGY 


The only way in which the economist can keep his studies from 
duplicating the psychologist’s work is by taking his psychology 


from those who have specialized in that field. To rely on the 
mere fact of choice, regardless of the kind of motives behind it, 
might seem to take economics out of all dependence on psychology,’ 
but it does not really do so, save at the cost of becoming utterly 
meaningless. The economist may attempt to ignore psychology, 
but it is a sheer impossibility for him to ignore human nature, for 
his science is a science of human behavior. Any conception of 
human nature that he may adopt is a matter of psychology, and 
any conception of human behavior that he may adopt involves psy- 
chological assumptions, whether these be explicit or no. If the 
economist borrows his conception of man from the psychologist, 
his constructive work may have some chance of remaining purely 
economic in character. But if he does not he will not thereby 
avoid psychology. Rather he will force himself to make his own, 
and it will be bad psychology. 

* Cf. W. C. Mitchell, ‘The Réle of Money in Economic Theory,” Amer. Econ. Rev., 
Supplement, VI, 149-51. Here this tendency is discussed in connection with the 


money economy which it presupposes. 
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In putting economic hypotheses to the test of psychology 
much waste motion may be avoided by adopting the principle 
that the real meaning of a hypothesis lies in the different way 
things must happen if it is true, as contrasted with the way they 
would happen if it were false. A hypothesis capable of fitting 
any state of facts is one on which no predictions can be based. It 
is as true and means as much as the statement that white is white. 
Of this sort is the assumption that men seek their interests in pur- 
chases for consumption. Lacking further information, one would be 
utterly at a loss to devise means of putting this statement to the test, 
especially when told that the consumer’s purchase is itself the evi- 
dence from which to infer what his interest is, and that men’s 
interests are continually changing. For “interests’’ one may read 
“maximum pleasure” or any other form of words, and the state- 
ment is still fruitlessly non-committal.. The present argument 
pays attention only to statements that mean something definite in 
terms of human behavior. 

Some phases of the study of human nature there may be which 
are of no direct use to the economist. For our present purpose we 
need not take up the detailed study of particular instincts and 
dispositions, nor the greater part of social psychology, being 
concerned first and foremost with the general theory of individual 
desires. Even the study of the social origin of wants does not 
seem to be universally recognized as belonging to the economists’ 
study of value. “Quite true, but what of it ?’’ may be the reaction. 
“We begin by taking wants as we find them, and our doctrines are 
drawn up on that basis: hence one want is as good as another in 
our eyes. Indeed it is only this impartial attitude that makes 
economics possible as distinct from ethics. Our doctrines trace 
prices back to their basis in finished wants, so to speak, but no 
farther, and hence they cannot be disturbed by new studies of the 
origins of desire, interesting as these may be.” 

This attitude is quite natural, but quite misleading. To put 
it briefly, the suggestions that mold men’s wants and demand 

*Cf. Downey, Journal of Political Economy, XVIII, 253, 259. He claims that 
to expurgate marginal utility of psychological error robs it of its whole content. Cf. 


also Carlile, “The Language of Economics,” Journal of Political Economy, XVII, 
434-47. He holds the language meaningless. 
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schedules may be a direct part of the business of earning a living, 
or they may be an incidental result of some economic process of 
production, or of consumption as conditioned by production, or 
they may arise out of those spontaneous contacts of man with 
man which would go on just the same under any economic system, 
at least so far as we can tell. Only in this last case, if at all, is the 
economist justified in ignoring the origin of wants to the same 
extent and for the same reason that he ignores “free goods.” 


III. GENERAL SIGNIFICANCE OF DEVELOPMENTS IN 
PSYCHOLOGY 


When Marshall wrote his Principles of Economics the age 
seemed an age of self-reliant foresight beyond other ages,’ and 
this is the force around which nineteenth-century economics 
centers. The twentieth century is an age which, beyond other 
ages, is aware how much man is molded by his environment, and 
is deliberately undertaking to control this molding process. This 
fact must be a dominant note in constructive contributions to 
theory in the immediate future, if the proper balance of emphasis 
is to be restored. 

So far as terminology goes, little readjustment seems to be 
made necessary in economic theory by the developments of psy- 
chology since the days of Jevons and Menger or even of Bentham. 
The “pain” of the older systems is what the modern psychologists 
call “unpleasantness,” since pain in the newer psychology is a 
mere localized sensation, co-ordinate with heat and cold and not 
always unpleasant in its feeling-tone.2 However, such terms as 
“want,” “satisfaction,” and “gratification” can still be used, 
although “balked dispositions” and other similar terms involve a 
shift of emphasis. 

Perhaps the chief effect of speaking in terms of balked dis- 
positions rather than in terms of unsatisfied wants is to remind 
us that the human values and costs of industry take effect in a 
healthy or an unhealthy human organism, not merely in pleasant 

* Marshall, Principles of Economics (5th ed.), Book I, chap. i, sec. 4. 


2 Cf. Herrick, Introduction to Neurology, pp. 256-57. Apparently there is some 
lack of unanimity on this point of terminology. 
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or unpleasant states of consciousness. The growth of scientific 
knowledge of mental and physical health and disease is working a 
revolution in this matter, undermining the idea that each individual 
is the best judge of his own desires. For ill health is not only the 
greatest source of defeated desires, but also one about which the 
doctor knows more than the patient, and the public health officer, 
by virtue of statistics, may know more than either. Thus the social 
costs of industry in disease and accident may be recorded and 
studied quite objectively in a way far more useful as a guide to 
public action than is the a priori doctrine of equality between 
marginal disutility and marginal reward. 

In psychology proper the first importance of the newer knowl- 
edge seems to lie not so much in new ideas of welfare as in changed 
conceptions of the way wants are aroused, their relation to human 
actions, and the way they behave from moment to moment and 
from day to day. In these respects psychology does seem to call 
for some real changes of doctrine in economics, both as to marginal 
utility and as to the nature of production. In a word, it offers a 
dynamic interpretation of consciousness in place of the static con- 
ception which plays so large a part in theoretical economics. The 
interpretation is dynamic in two closely allied senses, one economic 
and the other psychological. It is dynamic in the sense that 
impressions which enter the mind from outside are motives urging 
to action of one sort or another and so have a dynamic force from 
the psychologist’s point of view, thus constituting an explanation 
of those changes in desires which are dynamic facts in the econ- 
omist’s classification. 

We used to think that we sought things because they gave us 
pleasure; now we are told that things give us pleasure because 
we seek them. We built economics on the idea of rational choos- 
ing, only to be told that rational choosing is but a small and very 
imperfectly developed part of our mental life. We thought of the 
self as a sovereign will, in some sense independent of the universe. 
Men had their wants, and the universe granted or denied their 
gratification. Production consisted in turning out goods and 
services to suit these pre-existing wants. Now, however, we 
find a self which is but a series of attitudes toward the universe; 
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a set of tendencies to react and to seek, which are themselves the 
joint product of certain underlying tendencies, developed and 
given their shape and direction by the universe outside. Our 
wants (tendencies to action with a feeling-value attached) are 
molded by our environment just as surely as are the means of 
satisfaction. 

Indeed, natural selection gives color to the statement that the 
means of fulfilment existing in the environment have molded the 
desires of the race by determining which desires equip men for 
survival. With the qualification that a desire may fulfil its racial 
function without being literally and fully gratified, it might seem 
that supply creates demand in a biological sense, which is more 
fundamental than that in which Austrian theory puts demand as 
the cause of supply. Those survive on the earth whose impulses 
equip them to utilize under terrestrial conditions the materials the 
earth has to offer, and others perish, regardless of their possible 
adaptability to some other planet offering a different set of materials « 
and conditions. But be that as it may, the fact remains that 
what every man brings into the world of markets and trading is 
not wants, in the sense of the economist who says: ‘We take 
human wants for granted,” but merely the raw material out of 
which wants are fashioned. The primitive instincts appear to 
be few in number, general in character, and attached to no one 
particular object. Economic wants for particular objects are 
manufactured out of this simple and elemental raw material just as 
truly as rubber heels, tennis balls, fountain pens, and automobile 
tires are manufactured out of the same crude rubber. The wheels 
of industry grind out both kinds of products. In a single business 
establishment one department furnishes the desires ,which the 
other departments are to satisfy. 


IV. THE THEORY OF PLEASURE 


First, why do things please us? In answer we are told that 
“‘whatever furthers the conscious activity at the moment in progress 
will be felt as agreeable, whatever impedes such activity will be 
felt as disagreeable.’* And again, “agreeable feeling is the accom- 


* Angell, Psychology, p. 264; cf. also Herrick, op. cit., pp. 257-58. 
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paniment of such ideas as further our momentary interests; dis- 
agreeableness, on the other hand, is the mark of that which obstructs 
or thwarts our interests.’” 

But neither furnishes the ultimate reason why those interests 
are what they are. When the psychologist ventures into this 
field, he speaks in terms of the reaction of the organism to stimuli 
which come, directly or indirectly, from the world outside and in 
terms of natural selection of the most successful reactive tendencies. 
Selection must, apparently, have favored those in whom successful 
activities and certain valuable adaptive reactions carry with them 
the experience we have come to know as pleasure. This selection 
is presumably an extension of the more fundamental selection of 
those underlying reactive tendencies which have survival value. 
Our ultimate motives, however, are many and concrete, and not 
one abstract quality, whether pleasure or anything else. They 
are incommensurable.? 

The problem of welfare nowadays appears largely as the 
problem of what to do with misplaced instincts. Natural selection 
is an extremely wasteful process. A trait survives because it 
fitted a past environment, and persists in inappropriate situations 
in which it is useless or worse. It probably never fitted every 
situation even in the environment to which it was best suited, and 
may conceivably have cost the lives of nearly as many individuals 
in situations where its characteristic reaction was harmful, as those 
whose lives it saved in situations where its characteristic reaction 
was useful. Pugnacity is a particularly blundering trait, but many 
others could be mentioned. 

Now that man has developed powers of intellect capable of 
discriminating between the requirements of different crises more 
flexibly than animals can, he is confronted with the need of finding 


* Ibid., p. 269. These quotations refer to matter reaching us through the higher 
mental channels such as imagination, memory, and reasoning. Mere sensations are 
treated differently. The word “interest” is used, of course, in the psychological, not 
in the economic, sense. 


2 They are sometimes spoken of as commensurable in the sense of being ranked 
in an order of preference. If these scales of values had stability there would be no 
quarrel with this usage, save that the establishing of the scale is not done by a process 
of measurement. 
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harmless outlets for his left-over impulses. It may be found that 
some may be simply repressed without injury, but not all, and 
it needs more knowledge than we have at present to tell us which 
ones may be so treated. Even in their proper surroundings, though 
we may be reasonably sure that our traits have survival-value, what 
guaranty is there that they go beyond this minimum and further the 
development of the higher qualities which can alone make sure that 
the life that survives shall be worth living? Unless indeed a sense 
of the worthwhileness of life be itself the last supreme survival 
value in the make-up of the human personality.’ 

To sum up: the quest of welfare evidently involves far more 
difficulties than can ever be surmounted by the mere calculating 
faculty of the individual. In proportion as scientific research pro- 
gresses, ininimum standards of welfare will become more and more 
matters of social knowledge and less and less matters of individual 
taste—but only minimum standards relating to those necessities 
which are generally accepted assuch. The calculating faculty which 
Bentham seemed to idealize is quite incompetent to give us any 
really progressive standards going beyond such a minimum. 

Calculation may tell a man just what it is he must sacrifice if 
he does a certain thing, but it cannot tell him whether he wants the 
thing badly enough to accept the sacrifice. That is something 
he learns directly, and often he learns only when the choice is 
actually forced on him and he surprises himself by acting in a way 
he himself would never have expected. Indeed, it would seem 
that the calculating faculty of man has the same function and 
the same limitations in private as in collective studies, in house- 
hold management as in social science. It can show us what we 
are getting, but cannot tell us whether we want it, or whether we 
want it enough to pay the price. Calculation is necessary, but 
not final. In fact the calculating man can hardly come to his 
own completely save in some machine-made utopia where we 
might expect the capacity for pleasure to become atrophied as 
being no longer needed to guide human conduct, its place being 

*I leave it for those who are more competent in these matters to discuss the 


possible effect on this element in natural selection in case birth-control comes to be 
more evenly practiced by the different strata of society. 
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taken by a grotesquely colorless calculation of health-values or 
survival-values. For then the sole supreme end would furnish 
the necessary common measure for calculation. 


V. DESIRE AS A REACTION TO STIMULUS 


Of the many cruel shocks which the study of psychology has 
in store for the self-satisfaction of the naive and innocent beginner, 
perhaps the most disconcerting comes when he is forced to conceive 
of his sovereign personality as reacting to the stimuli furnished by 
the outside universe rather than as generating its own stimuli 
and acting independently upon the universe from an inner self 
possessed to some extent of a quality called “originality.” The 
youth who has been fondly imagining that he was somebody may 
well feel as if the somebody he thought he was had been ruthlessly 
annihilated at a blow. He can make nothing out of the world 
that the world does not first make out of him; he cannot even 
desire of the world save as it has taught him to desire. He is 
limited by the range of stimuli that have come within his experi- 
ence. He is at the mercy of whatever system he happens to be 
born into for creating, transmitting, and directing stimuli. The 
slum tenement or the hill farm, the school, the church, the news- 
paper, the trade journal, the advertisement, the arrangement of 
the street one walks on, the laboratory, and the social contact of 
the saloon—everything, in fact, that discovers real or fancied 
truths, every act that may furnish an example, and every con- 
ceivable method of communication—all are parts of this system 
which determines men by determining the stimuli to which they 
are exposed. 

Let us suppose for the moment that man is, within the range | 
so set for him, a perfect economic being. He will buy goods in | 
proportion to their marginal importance to him, will he not?/ 
Yes and no. According to the importance they are capable of| 
having for him under the existing system, yes. In other words,/ 
he manages his income as economically as his environment equips| 
and enables him to manage it. But what answer is this to on 
who is asking whether the present industrial environment tendd 
to promote a more economical management of men’s incomes; 
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‘in general, than any other possible environment would promote ? 
‘A marginal utility management of income may be a very efh- 
cient or a very inefficient one, according as the conditioning 
environment is favorable or unfavorable in a million and one 
particulars. The typical environment of today, developed under 
the system of competitive industry and commerce, is earmarked 
with many grave shortcomings and is capable of improvement in 
many directions. 

In trying to pass judgment, then, on the competitive system 
as a whole or on any one nook or corner of it, what profits it to 
demonstrate that our productive powers are organized into a 
system of maximum efficiency, if price be taken as the measure of 
| efficiency, and that prices are actually in proportion to the marginal 
| importance of the various products to the consumer, this marginal 
| importance being in turn determined for good or ill by the environ- 
ment which the competitive system itself plays so large a part in 
molding? ‘This appears strangely lacking in conclusiveness. 

In a word, from the fact that the human mind is limited by the 
, range of stimuli presented for it to react upon, we must conclude that 
\ “marginal utility” means nothing absolute and can furnish no 


ultimate measure of social efficiency with which to judge different 
| industrial systems. Its meaning is relative: relative to the existing 
system of stimuli, some of which are largely independent of the 
_ industrial system, but some of which are an integral part of it. 


VI. THE DYNAMIC NATURE OF CONSCIOUSNESS’ 


We used to think that we gave attention to many things, 
but desired comparatively few and sought these few alone. Now 
we are told that anything the mind attends to it also seeks. Every 
idea is in its nature dynamic—an impulse to its own realization, 
which, if let alone, will act as a motive force until some other idea 
takes its place. To make a man desire a thing, then, in the sense 
of seeking it, it is not necessary to convince him that it is 
good for him or to persuade him that it will give him pleasure. 
It may be necessary only to keep his attention focused on the 

‘It has already been noted that consciousness is shown to be dynamic in two 
allied senses, one economic and the other psychological. See p. 7 above. 
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idea of getting it." If the idea be presented strongly and persist- 
ently, it will take a man strong-minded to the point of eccentricity 
to summon the positive effort required to resist. Thus the stream 
of consciousness is guided by outside forces. 

“Modern psychology knows nothing of a permanent mind, or 
of faculties or activities or manifestations of such a mind.’”* And 
pleasure is not absolute but relative to the “conscious activity at 
the moment in progress,’’? and psychologists speak of “momentary 
interests” and of impulsive or “ideo-motor” action as occupying 
a large part of life. Even in making certain types of deliberative 
decisions ‘‘the whole scale of values of our motives and impulses 
undergoes a change’ as we suddenly pass from one mood to 
another. One type of advertising and salesmanship relies wholly 
on ideo-motor responses in the victim, insinuating or hammering into 
his consciousness the idea which, once there, determines his choice 
and action often without any critical weighing in the light of all 
the possibilities and all the interests of a rationally unified self. 

Perhaps one reason for our slowness to recognize the full con- 
sequences of the difference between advertising and other types of 
production lies in the fact that, while salesmanship is as old as 
exchange, and the deliberate production of information as old as 
markets, they have but recently differentiated themselves to the 
point at which independent entrepreneurs specialize their large 
establishments to some one of these types of service. Just as the 
problem of interest is not raised where the craftsman works with 
his own simple tools, and only comes into view with the rise of a 
class that receives interest without labor, so salesmanship was 
not differentiated when the owner of the shop ran it himself and 
did his own enticing of customers. But now that it has become 
the source of a class income, and now that we have the beginnings 
of an understanding of the laws by which it works upon its human 
raw material, it has become an economic category and is rapidly 

*See especially Wm. James, Psychology (1900), chaps. xxiii and xxvi. While 
the more rigorously experimental psychologists of today have little respect for 
the methods of James, they have not attacked these general principles (or theories) 
nor have they as yet carried their own work into this region of inquiry. 

2 Tichener, Psychology, p. 267. 

4 James, op. cit., p. 432. 


3 Angell, op. cit., p. 264. The italics are my own. 
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attaining the dignity of a problem. This is equally true of 
business experimentation, research, and information. How much 
net addition does advertising make to man’s power over nature, 
to his ability to fulfil the motives that animate him, or to the 
supply of the material means of fulfilment? As a whole the use 
of ideo-motor stimuli is no doubt highly productive, but what of 
the contribution made by a marginal unit as compared with a 
marginal unit of power spent in raising crops or carrying them to 
market ? 

In the light of the foregoing argument it seems strange that 
one can read orthodox texts in economics and find utility and 
production treated in a way which either ignores entirely the 
implications of the psychology of advertising or is absolutely 
inconsistent with it. This is the case wherever production is 
treated as nothing more than adapting matter to the satisfaction 
of existing wants, and wherever it is laid down that the prices a 
man is willing to offer for different things are in proportion to the 
marginal satisfaction he gets from their consumption, or even where 
it is assumed that the consumer’s demand is determined by the 
goods offered and the price set, so that given the nature of the 


goods themselves it varies only with the price.’ The principle of 


* The following passages may be cited in illustration: 

Seligman, Principles of Economics (1910), p. 275; also chap. xii. 

Seager, Principles of Economics (1913), pp. 89-91, 97-100, 122-23. While Profes- 
sor Seager treats of purchasers’ mistakes, he regards them as errors in calculating 
prospective utilities. If the views embodied in the present study are correct, it is 
something very different from calculation which decides these choices. 

Ely, Outlines of Economics (1909), pp. 16, 94-95, 121. The author admits other 
motives than mere calculation of prospective satisfaction, and mentions advertising 
in the same paragraph in which he states that ‘“‘every person tends to keep the mar- 
ginal utilities of the different kinds of commodities he consumes equal.”’ His defini- 
tion of production, however, leaves no room for salesmanship, though his discussion 
of the variability of wants invites a broader treatment of production. 

Marshall, Principles of Economics (1907), pp. 63-67, also Book III, chaps. iii 
and iv. Professor Marshall considers the purchaser as coming to market with a 
demand schedule predetermined; one in which price is the only variable which can 
affect the outcome. This extremely reputable assumption cannot be squared with 
the facts of salesmanship save in a way which makes the conventional assumption as 
to competition untenable. Marshall discusses the education of producers by con- 
sumers, but not the reverse process. 

Irving Fisher, Elementary Principles of Economics (1911). This work may be 
cited negatively. While not necessarily inconsistent with the principles here advo- 
cated, it makes no mention of them. 

Taussig, Principles of Economics (1915), chap. ii. 
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marginal utility and even the principle of diminishing utility in 
the strictest sense are inconsistent with this dynamic principle in 
human nature. The principle of diminishing utility holds true only 
apart from changes in the consumer himself; it is, in other words, 
a static principle. It does not go so far as to deny that the con- 
sumer may change, but it takes no active notice of the fact. This is 
always legitimate as a temporary expedient, and it may be legiti- 
mate as a permanent attitude, but only if the things ignored are 
things that do not concern the economist. 

The law of demand tells us that an increase in prices tends to 
diminish sales. It is commonly based on the law of diminishing 
utility and hence involves the same static abstraction, excluding 
changes in the consumer himself. If one were to attempt to verify 
this law by observation he would find the results sufficiently 
irregular to indicate the presence of some independent variables 
besides the ones that are accounted for in the formula. One use 
commonly made of the law of demand price is to combine it with 
the law (or laws) of supply price into a formula under which all 
the forces governing value may be summed up. This virtually 
says that the demand schedule is an ultimate fact for the seller, 
as the supply schedule is for the purchaser; or that the buyer has 
one and the same demand schedule throughout his relations with 
the seller. Otherwise the forces of demand and supply could 
never be shown to lead to any determinate result, even temporarily, 
or to any level of equilibrium. The demand with which the 
buyer goes to market must be the same as that which settles the final 
price. Given the commodity that is for sale, the volume of sales is 
supposed to be uniquely determined by the price, and to vary in- 
versely with the price. This independent demand schedule is akin 
to the static assumptions already mentioned. It assumes absence 
of all disturbance other than the one factor included in the formula. 
Are the disturbing factors things which the economist need not con- 
sider? If they are, the business man is not so care-free about them. 
A recent book on production from the business man’s point of view 
devotes one major division of nine chapters, out of a total of 
nineteen in the entire volume, to the subject of ““The Creation of 

* Cf. Fetter, Source Book in Economics, pp. 58-60. 
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Demand." The producer does not take demand as he finds it, nor 
leave it in a “‘static state.” 

It may be objected that the hypothesis of a demand curve 
is not vitiated even though purchases are swayed by suggestion, 
because when that happens a new utility is introduced so that the 
resulting commodity is just as different, economically speaking, 
as an upholstered chair is different from a plain one. This is, 
of course, a perfectly permissible way of looking at the case, but 
if it is to be used consistently it carries with it the recognition that 
virtually all of the competition that counts is competition between 
different commodities, or what is more often called “substitution.” 
For no commodities, no matter how nearly identical in themselves, 
are brought to the consumer’s attention in exactly the same way. 
As stimuli to the act of purchase they are all different. Possibly 
this shift from ‘“‘competition”’ to “substitution” is the most desir- 
able outcome, since there is so wide a field in which a difference 
between the goods offered by the different makers is one of the 
essential features of the competitive struggle that this is really 
the typical case rather than the exception. 

But, on the other hand, why shrink from the idea of identical 
goods selling at different prices in the same market? Now that 
markets are world-wide, differences in accessibility make possible 
differences in the prices charged different purchasers of identical 
goods, and we are faced with the alternative of giving up one or 
the other of two much-used assumptions. If a market is a place 
where there is but one price then there is but one conclusion: 
most producers sell their goods in many different markets, not in 
one. But the law of competitive price regularly assumes, so 
calmly that one hardly realizes it as an assumption, that each 
producer sells all his goods in one market, the same in which his 
competitors sell them. It goes farther and assumes, explicitly or 
tacitly, that some, at least, of the producers are of negligibly small 
size compared with the total output disposed of in this market.’ 

A. W. Shaw, An Approach to Business Problems. 

2 Cf. Marshall, Principles of Economics (5th ed.), Mathematical Appendix, p. 850; 
cf. also H. L. Moore, “‘Paradoxes of Competition,” Quarterly Journal of Economics, XX, 
214-24. Professor Moore works havoc with received theories on the assumption of 
the existence of two large competitors. 
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On the whole the fact of nation-wide and world-wide ‘“‘markets” 
would seem to be the fact of general acceptance, and the part of 
wisdom would seem to be to adjust the idea of the nature of a 
market to this use of terms. This has been done, of course, to 
some extent, but more completely in the preliminary descriptions 
of markets than in the later theory of prices in which the concep- 
tion of a market should be seen at work. 

The theory of competitive price for identical goods in a one- 
price market, having served nobly as a point of departure, needs 
to be fulfilled, if possible, by the development of a theory which 
takes as its normal case the rivalry of slightly different commodities 
in a market where prices, even for the same commodity, may 
differ on account of distance, ignorance, or suggestion. Indeed 
it seems capable of proof that the doctrine of the tendency of 
competitive price to the level of cost, based as it is ostensibly on 
the assumption of the one-price market, really presupposes as a 
necessary condition that prices can and do remain different for 
a substantial period of time. For the first competitor to start a 
cut in prices can gain no advantage thereby, save in the time 
that elapses after the customers learn of his cutting of prices and 
before they learn that his competitors have followed suit. If the 
competitors always follow suit at once it is difficult to see how 
anyone gains by price-cutting. 

Let us have, then, our theory of price differences within the 
market, including those due to ignorance or information, sugges- 
tion, salesmanship, and advertising. The result will be a clear 
recognition of these as essential phases of economic production at 
the same time that it forces to light the fact that they are radically 
different from the types of production which the traditional forms 
of theory are adapted to handle. 

What of marginal utility? Its exponents assume, in the first 
place, as even their opponents' do, that choices behave in the 
fashion that the law of diminishing utility would lead one to 
expect. Further than this they assume that the motive to buy 

* Fetter, op cit., and B. M. Anderson, Jr., Social Value, pp. 108-9. Fetter, after 
renouncing marginal utility, retains this minimum, and Anderson, though an unspar- 


ing critic of utility theories of value, states that “power in motivation,” though dif- 
ferent from utility, behaves in the same diminishing fashion. 
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reflects the motive to consume, or the fulfilment that comes with 
consumption, thus implying that the customer knows what he is 
getting and what he is giving up—a requirement which calls for 
information, intelligence, and foresight. Man acts in anticipation 
of consequences. And in particular they assume that a buyer is 
consistent enough so that his different purchases record the same 
scale of choices. Or they may regard this consistency as an ideal 
of prudent or efficient expenditure, to be approximated if it is not 
perfectly attained’—an attitude which at once rouses the curiosity 
of any scientist as to the nature and behavior of the disturbing 
elements. In all these cases the least obvious, but not least 
fundamental, element is a something static about the behavior of 
the purchaser. 

Béhm-Bawerk has stated quite explicitly that “every reasonable 
man who acts economically” is strongly induced “to maintain a 
fixed order in the satisfaction of his wants.’? Thus Béhm, though 
he does not deal with quantities of pleasure and pain as Jevons 
does, achieves a doctrine of marginal utility which is essentially 
the same, through his assumption of stability in men’s choices. 
Jevons, on the other hand, is more obscure in bridging—or failing 
to bridge—the gap between the statement that “‘it is self-evident 
that the want which an individual feels most acutely at the moment 
will be that upon which he will expend the next increment of his 
income,” and the conclusion which ‘obviously follows,” that “in 
expending a person’s income to the greatest advantage, the algebraic 
sum of the quantities of commodity received or parted with, each 
multiplied by its final degree of utility, will be zero.” And at the 
top of the same page we find: “Thus the general result of the 
facility of exchange prevailing in a civilized country is that 
a person procures such quantities of commodities that the final degrees 
of utility of any pair of commodities are inversely as the ratios of 
exchange of the commodities.’’? It is obvious to the careful reader 
that these two propositions do not follow directly from the “self- 


* Wicksteed, The Common Sense of Political Economy, pp. 19-20. 

2 Bbhm-Bawerk, Positive Theory of Capital, p. 147. The italics are my own. 

3 Jevons, Theory of Political Economy, p. 151. The italics have been somewhat 
altered from the original. 
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evident” assumption on which they are based. The momentary 
decision organizes no budgets. It tells us nothing about the 
relation of a man’s purchases to one another, or the relation of his 
expenditures in general to his wants in general. It tells absolutely 
nothing about the apportioning of one’s purchasing power among 
the many yawning openings. It gives us no marginal ten cents 
out of a day’s or a week’s outlays. In fact, it would seem to be 
little more than an elaborate way of saying that one buys what he 
buys, and is more akin to Mill’s treatment of demand than to that 
of many a more recent writer. 

Now the point of most essential interest in the study of man 
and wealth, and the point to which Jevons at once turns, is not a 
disconnected series of decisions, but the relation between them— 
their place in the management of income and outgo over a period 
of time. And yet if the idea of a scale of choices is enlarged to 
cover a period of time, it clearly implies that a man’s scale of 
choices is the same when he is buying shoes and when he is buying 
theater-tickets. It asserts that the purchase of shoes and the 
purchase of theater-tickets can both be explained by reference to 
the same scale of choices, else he might buy theater-tickets and 
next day wish he had the money for shoes. Changes in desires 
may occur, but they must be foreseen and intelligently provided 
for, which means that they must be organized into one comprehen- 
sive scale of choices. 

It may seem that in claiming stability as the sufficient quality 
of the economic man the ethical implications of the utility theory 
are being overlooked. However, the only ethical standard in 
question is of that professedly inferior grade concerned only with 
the individual’s fairly obvious duty to himself and sometimes called 
“prudence.’’ It is concerned only that stronger motives shall not 
be sacrificed to weaker, and even so it refers only to short periods. 
Now if at any given instant the prevailing motive is, ipso facto, the 
stronger (regardless of its moral character when judged by more 
exacting standards), it only remains to get a scale of choices that 
will last long enough to organize a budget" and the gratifications 


* Downey, Journal of Political Economy, XVIII, 260, mentions the importance 
of stability over an interval of time in organizing a budget. 
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it includes will be, ipso facto, the strongest. One is tempted to 
append a “Q.E.D.” In other words, the marginal utility doctrine 
is a bit of static theory, and is based on the premise of a static man 
who bears much the same relation to real men that the “static 
state’’ he lives in bears to the world about us. 

How could such a proposition be verified? If people make 
purchases and then regret them, that is evidence that their scale 
of choices has changed." If advertising pays, it can be only by 
altering or directing these scales of choices in some respect or 
other. In some cases there is no doubt what a man wants, and 
also no doubt that he cannot tell whether or not he is getting it, 
and that many do not succeed. All these are forms of tangible 
evidence, and they need only be mentioned to carry their case. 
If the consumer’s scale of choices behaved in this rigid fashion, 
the guidance of consumption would be wholly in his own hands. 
In order to satisfy the conditions of this theory, demand should be 
independent of anything producers do, except the making of goods 
and the fixing of prices, and production for profit should consist 
of these activities and nothing else. 

If wants are stable they cannot be swayed by the seller for his 
own ends. This being so, there are only two ways to gain con- 
tinuously through exchange. One is to raise the price of something 
and submit to a falling off in sales. This is monopolization. The 
other is to increase the supply of something adapted to gratify 
existing wants. This involves an increase in gratifications with- 
out any apparent offset (aside from the possible cost to the seller), 
and hence may be spoken of as “social production” in a sense 
that distinguishes it from parasitism. It appears to fulfil the 
maxim of Francis Bacon which Jevons quotes with such approval: 
“While philosophers are disputing whether virtue or pleasure be 


* Marshall represents marginal utility as achieved if one has no cause to regret 
choices in looking back on a past budget (op. cit. [sth ed.], p. 117). He takes demand 
prices as prima facie measures of gratification for the economist’s purpose (ibid., pp. 18- 
20), and appears to take the demand curve, habitual or deliberate, as an ultimate fact 
for economic study (ibid., p. 342); but his fulfilment is better than his promise, for his 
treatment of the concentration of trading (ibid., pp. 287-88), of cognizability in 
goods (ibid., pp. 326-28), of industrial training (ibid., pp. 216-17), and of similar topics 
contains germs of some of the broader principles of economic guidance. 
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the proper aim of life, do you provide yourself with the 
instruments of either.’”* 

If business takes the consumer’s aims as it finds them and 
concerns itself solely with the instruments of their attainment, 
then production may be defined as the adapting of things to 
gratify existing wants, and it can still be contended that production 
and monopolization are the only two ways of getting a continuous 
income? in exchange. But if business is concerned with men’s 
aims themselves, guiding general instincts into particular channels 
and focusing general wants into the desire for particular objects, 
then the study of business cannot limit its investigations to the 
furnishing of the means of gratification. If it does so it will be 
studying but one element in a joint process and will be wholly 
inadequate to explain either the whole process or the whole’ result. 
The guidance of wants by business enterprise may be something 
quite different from monopolization on the one hand and additions 
to humanity’s supply of the means of life on the other. There is no 
a priori guaranty that it does not systematically stimulate certain 
kinds of wants at the expense of others, and there is no a priori 
way of telling whether the net result, good, bad, or indifferent, is 
in reasonably efficient proportion to the amount of human effort 
expended. An inefficient system of guiding wants may seriously 
impair the possible efficiency of our system of gratifying them. 
It is surely more than merely a significant coincidence that the 
economics which lays almost exclusive emphasis on production as 
an increase in the sum total of the means of gratification should be 
also the economics whose formulae of demand or utility leave no 
room for changes in wants save as exceptions to be passively 
admitted, but not actively interpreted or investigated. And if 
something more positive can be accomplished, the result should be 
important, not merely for the theory of value itself, but for the 
theory of the organization of social production in which exchange 
value is the most active and omnipresent force. 

In brief, what economists have gained in “marginal utility” is 
in appearance a theory of equilibrium and something to gratify 

1 Jevons, op. cit., p. 20. 


2 Aside, of course, from disposing of existing property, which is not a continuous 
source of income. 
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the treacherous yearning for a psychic entity which price can be 
said to measure. It also offers one view of the guidance of eco- 
nomic choices, and this aspect becomes inevitably the most impor- 
tant thing about it. Its picture of economic guidance takes various 
forms, but does not go beyond (1) men’s somewhat imperfect 
tendency toward a prudent budget, or (2) the fact that men, 
whether acting on impulse or not, still act according to some 
demand schedule or supply schedule, in terms of which their 
bargains may be explained. By comparison with the older maxim 
that each individual can judge his own interests better than any- 
one else can do it for him, these latter-day formulae are evidently 
safer from error to just about the extent that they are non- 
committal. Most cautious of all is the statement that the individ- 
ual’s mistakes are none of the economist’s business, and that the 
economist must on no account assume either that there are mistakes 
or that there are none, but take whatever decisions he finds in the 
market as the ultimate evidence of human desire. 

If the individual is, in fact, the best available judge, then no 
matter how imperfect he may be we shall save ourselves trouble 
by treating his judgments as final. If there are errors, they are the 
necessary costs of the best possible system of economic guidance, 
and a system that ignores them will not be far wrong in its practical 
conclusions. If the individual in the market is not the best judge, 
then an abstraction which ignores that fact is, just to that extent, 
a crippling abstraction, refusing a theory of economic guidance 
where it is needed because it would disturb the purity of the 
economic analysis—as if that were an end in itself! There is a 
third possibility, equally pertinent whether the individual is the 
best available judge or not. Provided the efficiency of his judg- 
ments varies with economic circumstances, then the questions 
arise: “‘How can these circumstances be made most favorable to 
efficiency ?”’ and: ‘What circumstances are favorable to efficiency 
and what circumstances are unfavorable in the business world as 
we see it?” In this case the theory of guidance becomes an 
integral part of the theory of business itself. 

If the individual is not the best judge of his interests, it may 
still be held that his mistakes have nothing to do with the industrial 
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system, but arise out of a wholly separate compartment of life, 
the domain of the student of ethics, the inner shrine of the inde- 
pendent sovereign personality. In such a case economics may well 
make peace with psychology by defining utility as “desiredness,”’ 
and go its way untouched in any substantial part. But since 
desires are roused and directed, as we have seen, in ways that 
are matters of business, it would seem that ethics cannot take 
command of this compartment of life to the exclusion of economics 
any more than an economic study precludes an ethical one. As 
a matter of economics, the guidance of our choices is a form of 
valuable activity which cannot be regarded as itself guided by 
formed scales of choices. The stimulation of demand is a variety 
of economic service whose supply has hardly been adequately 
explained by saying that it is stimulated by a (pre-existing) 
demand and is governed by it as the ultimate fact in the case. 
The analysis must run in wholly different terms. 


VII. EFFORT OF DECISION—AN IMPORTANT COST 


Decision involves effort of attention,’ and this effort cannot be 
sustained beyond a few seconds at a time, nor repeated without 
limit?—a fact which suggests the using up by fatigue of a limited 
capacity for this kind of mental act. Cooley especially stresses 
the exhausting character of choice, so exhausting that it becomes 
the part of wisdom to choose to yield up our prerogative of choice, 
save in the things we hold most important, 


in other matters protecting ourselves by some sort of mechanical control—some 
accepted personal authority, some local custom, some professional tradition, 
or the like. Indeed, to know where and how to narrow the activity of the will in 
order to preserve its tone and vigor for its most essential functions, is a great 
part of knowing how to live. An incontinent exercise of choice wears people 
out, so that many break down and yield even essentials to discipline and 
authority.3 


*W. James, op. cit., pp. 433-34, 450. J. R. Angell, op. cit., p. 369. Angell 
specifically mentions financial decisions as involving a sense of effort partaking of the 
nature of fatigue. Wundt and McDougall also treat will as depending on effort of 
attention. 
2W. James, op. cit., pp. 224-25. 
3C. H. Cooley, Human Nature and the Social Order, pp. 33-34. 
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James describes something similar on a smaller scale in a certain 
type of choice when no clear decision comes, till we weary and “feel 
that even a bad decision is better than no decision at all.” Then 
“some accidental circumstance . . . . will upset the balance in the 
direction of one of the alternatives . . . . although an opposite acci- 
dent at the same time might have produced the opposite result.” 

If one wished to be unfair to economists in general, he might 
select, for purposes of comparison with these psychological prin- 
ciples, a certain well-known though fictitious character whose 
idiosyncrasies furnish alternate joy and irritation to modern 
readers of economics. He is a somewhat inhuman individual 
who, inconsistently enough, carries the critical weighing of hedon- 
istic values to the point of mania. So completely is he absorbed 
in his irrationally rational passion for impassionate calculation 
that he often remains a day laborer at pitifully low wages from 
sheer devotion to the fine art of making the most out of his scanty 
income and of getting the highest returns from his employers for 
such mediocre skill as he chooses to devote to their service. Yet 
he cannot fail to be aware that the actuarial talent he lavishes 
outside of working hours would suffice to earn him a relatively 


princely salary in the office of any life insurance company. So 
intricate are the calculations he delights in that even trained 
economists occasionally blunder into errors in recording them.? 


*W. James, op. cit., p. 431. 

2 This refers to the traits from which the actual doctrines of “economic theory” 
have been derived, not to the preliminary descriptions of human nature, quite unex- 
ceptionable for the most part, but sometimes quite disconnected from the theory that 
follows. To show that this fanatically economic man still lives, consider two instances 
in Wealth and Welfare (published in 1912), by A. C. Pigou, devoted to studying the 
fact-basis for progressive social-economic policies. On pp. 118-19 the author assumes 
that laborers err in estimating the relative gains open to them in different places, but 
that, having made this error, they then base their movements on a calculation suffi- 
ciently abstruse to cause Pigou himself to overlook one vital element—the cost of 
movement—in his own estimate of the social gain or loss resulting. Again, on p. 160, 
this footnote is found: “If & be the fraction of importance that I attach to a pound 
in the hands of my heirs as compared with myself and ¢(¢) the probability that I 
shall be alive ¢ years from now, a certain pound /o me or my heirs then attracts me now 
equally with a certain pound multiplied by }{¢(¢)+4(1+¢(4)){ to me then. This is 
obviously increased by anything that increases either $(¢) or k. 

“If, through an anticipated change of fortune or temperament, one pound after ¢ 
years is expected to be equivalent to (1—a) times one pound now, a certain {¢(#)+ 
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His enemies consider him eccentric and quite incompetent to 
support the responsibilities which economists insist on thrusting 
upon him. They are right. He is eccentric. Indeed, he is not 
even a good hedonist, a fact which the reader may have suspected. 
And it needs no specialist in psychology to expose his folly. A good 
hedonist would stop calculating when it seemed likely to involve 
more trouble than it was worth, and, as he could not in the nature 
of the case tell just when this point has been reached, he would 
make no claim to exactness for his results. He would strike a 
balance between getting the most out of his expenditures and 
getting more money to spend; also between time spent in getting 
the best possible bargain when he had something to sell and time 
spent in getting more to bring to market. 

In special cases, when there seems no likelihood that calculations 
will reveal any course that will bring more pleasure than the one 
immediately claiming his attention, may he not, after a brief 
moment spent in satisfying himself of this fact, permit himself 
the rare luxury of following an impulse without a single backward- 
looking, joy-killing thought of other things he might perhaps better 
be doing? And shall we consider a man a good hedonist who 
calculates that this weighing of alternatives robs experiences of 
their joy by robbing them of their spontaneity, and who therefore 
chooses to act on impulse? Or a man who joys in seeking the 
novel and the unexpected, which can hardly, in the nature of the 
case, be weighed beforehand? Man’s vulnerability to suggestion 
is not wholly a loss. 

Since it is rational to make “bad bargains,” it would also be 
rational to pay someone to protect one against them, and some 
people find a partial remedy in this way. If one could tell just 


k(1—(t))$ pound of the then prevailing sort to me then attracts me equally with 
(1 —a){o(t)+k(1 —¢(t))} pounds, of the now prevailing sort, to me then. Therefore, 
a certain pound to my heirs will be as persuasive to call out investment now as the 
above sum would be if I were certain to live forever, and always to be equally well off 
and the same in temperament.” 

The reader will note that my principal thesis rests, not on such extreme cases as 
this of the actuarial economic man, but on the static view of human nature embodied 
in marginal utility, the independent demand schedule, and current definitions of 
production. See pp. 14-21 above. 
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how much his bad bargains cost him, he could tell how much it 
was worth his while to pay for such help and judge its quality 
when he got it. But if he knew so much he would not need the 
help at all. Like other forms of guidance this one is not itself 
guided adequately by an independently determined demand. To 
preserve a healthy-willed citizenship at as little expense as possible 
such service should be furnished, under public or co-operative super- 
vision as to quality, to just the necessary extent and by the cheap- 
est route. Will private enterprise do this better or worse than other 
available agencies? The answer must be sought by other methods 
than those furnished by the general demand-and-supply or pro- 
ductivity analysis. It is certainly not to be assumed a priori that 
private enterprise will handle this service satisfactorily in the face 
of the fact that so far it has done next to nothing in this highly 
important field. 

Mill upheld individualism on the ground that people learn by 
their mistakes. True, but they also degenerate, as Cooley says, 
through wearing out their power of decision. Self-education is 
not best promoted by giving the victim unlimited opportunities 
to make mistakes and profit by them if he can. This process 


would be safer in a slower moving and less crowded world than 
the present, but it has never been safe. The educative problem 
is one of adjusting the exposure to the individual’s power to benefit 
by it, and this is one of the most delicate problems waiting to be 
attacked by a constructive program of social control. 


VIII. QUASI-STATIC ELEMENTS—HABIT AND ARRESTED 
DEVELOPMENT 


But if human nature is so largely dynamic there remains one 
static element, namely, habit. And indeed it is only by the aid 
of habit that the marginal utility principle is approximated in 
real life," for only so is it possible to have choosing which is both 
effortless and intelligent, embodying the results of deliberation or 

* Since writing the foregoing, the writer finds in Professor Stuart’s contribution 
to the joint volume Creative Intelligence a development of the thesis that the utili- 
tarian economic treatment applies to routine choices and does not interpret the 
processes by which progress takes place. Cf. Creative Intelligence, by Dewey and 
others, pp. 312-13, footnote, and 350-51. 
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of experience without the accompanying cost of decision which, 
as we have seen, must prevent the most rational hedonist from 
attaining hedonistic perfection. For habit is nature’s machinery 
for handing over to the lower brain and nerve centers the carry- 
ing on of work done first by the higher apparatus of conscious 
deliberation. 

To be sure, it is not always the deliberate decisions that are 
perpetuated nor the truths one has learned by experience. It may 
be one’s past mistakes that grip him in spite of himself, or his 
unconsidered impulses that are thus hardened and set. There are 
habit-forming drugs on the market: illegal ones such as cocaine," 
and legal ones such as golf. 

The chief value problem here involved does not concern itself, 
however, with the healthful or vicious character of the habits 
formed. That side of the matter may appear indirectly in the 
recognition that the fewer vicious habits a man has the more he 
can produce, and that the employer therefore has an interest of a 
more or less diluted sort in doing things that may produce health- 
ful habits of life among his employees. This seems to be becom- 
ing more important as a form of social production, but its relation 
to the value-problem is a distant one. 

More direct is the effect which habit has in binding customers 
to a known brand of article, regardless of slight changes in the 
relative price and quality of this and competing goods. Thus the 
good-will of a business is partly a matter of habit on the part of 
thecustomers. This is an obstacle to the attainment of the marginal 
utility ideal; it slows down the movements of customers in response 
to the competitive bidding of producers and has a definite tendency 
to make price-cutting over limited periods less profitable than it 
would otherwise be. 

The importance of habit and custom is best shown in their 
failures, when we see how much we have lost. Their value 
depends on a stable environment and vanishes if the environment 
refuses to hold still. The positive gain is the progress made 
through concentrating one’s whole energy on successive problems, 


* In such a case it is obvious that the habit is not a static thing, but a progressive 
disease. 








28 JOURNAL OF POLITICAL ECONOMY 


but this may turn to loss if the new problems come too fast to be 
handled one at a time, and one cannot hold the ground gained. 
A contract does not usually displace custom so much as it stipulates 
a few items in a relationship otherwise governed by custom and 
law. If courts never enforced anything not expressly stipulated, 
business could hardly be carried on at all.!_ When a radical tech- 
nical change destroys the value of customary shop rules and 
practices or creates new trade dangers, the labor contract becomes 
fearsomely complex, and labor union and employers’ association 
alike rely on highly expert specialists to protect their interests. 
When war compels us to eat unaccustomed foods, we must be 
not merely persuaded to do so, but educated at great expense, and 
it is urged that France, absorbed as she is in a war that taxes 
national energy to the last ounce, cannot make the additional 
effort or bear the additional cost of learning to use cornmeal in 
place of wheat. Such is the helplessness of the individual “eco- 
nomic man”’ when habit and custom fail him even in such an every- 
day household matter as diet. 

When many problems demand concentrated attention at 
once—and this is always happening in modern industrial society— 
reliance on the expert specialist is the only resource. And the 
development of machinery for insuring that the full benefit accrues 
to the rank and file is yet in its infancy. Only in an extremely 
slow-moving society can habit and custom take care of enough of 
life to deceive people into thinking that conscious choice cares for 
the whole, and to make the deception harmless. 

Almost equally needful of recognition is the case of the morons 
and those above and below them in the gradations of feeble- 
mindedness. Static their minds may be in one sense, but wholly 
unstable and highly suggestible and uncalculating. Their presence 
in the community means, first, that various policies of exploita- 
tion, socially unproductive salesmanship, and quasi-fraud can gain 
just that much more profit and find just that many more victims 
before reaching the marginal one whose tough-mindedness is suf- 
ficient to enable him to resist. If there are enough of these sub- 
normals, a parasitic policy may pay, even though the average 

*Cf. L. D. Clark, The Law of the Employment of Labor, especially pp. 50-212. 
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or typical citizen is intelligent enough to be safe from its false 
attractions. 

Secondly, the mistakes of these individuals are not compensated 
by any resulting growth in strength of mind or character, and so 
they lose the positive value they possess in the case of the normal 
man. The net result of both these considerations is to furnish a 
strong argument against allowing these classes to remain unpro- 
tected and bearing the brunt of the economic struggle in the world 
of free exchange; and also to impose serious qualifications on 
theories based on the normal man, so long as these deficients remain 
in the competitive field. For the rest of us the prevailing social 
ideal is dynamic, but for them no such ideal has meaning. The 
rest of us must make mistakes and suffer for them, because protect- 
ing us would protect us against growth and the self-dependence 
which our type of citizenship demands. For these unfortunates 
their own present happiness and the safety of others are the prime 


considerations. 
IX. CONCLUSION 


If the foregoing analysis has justified itself it has been because 
it attempted something more than mere criticism or the exhibiting 
of exceptions to orthodox doctrines. In a purely negative direction 
little has been proved here that is not to be found in the works of 
leading writers. The consistent economic man has long been 
known to be a sheer abstraction, though not everyone has realized 
the importance of the elements left out. We are familiar with the 
idea of “irrational wealth.’* Fetter, in his latest book, not merely 
mentions the fact of impulsive action, but abandons the doctrine 
of marginal utility.” 

Again, most of the negative contentions here put forward are 
most admirably expressed by Wicksteed along with his more 
positive contributions. The fact that a personal budget governed 
by relative marginal utilities is an unattained economic ideal,3 that 

tJ. B. Clark, Philosophy of Wealth, pp. 205-6. 


? Fetter, op. cit. (1915), Preface and pp. 13, 19, 37. But cf. also pp. 27-29, 33, 
where traces of hedonism appear. Professor Whitaker, in reviewing this volume, 
approves of it on the ground that it has not departed from the essentials of Austrian 
theory. Political Science Quarterly, XXXI, 433-41, especially 438-39. 


3 Wicksteed, op. cit., pp. 19-20. 
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there is a point at which it becomes poor economy to lavish atten- 
tion on economies of this sort because the gains are not worth the 
outlay,’ that scales of choices are not even self-consistent, but 
rather so illogicaliy constructed that it is quite possible to prefer 
A to B, B to C, and C to A,? that the alternative sacrificed in 
making a purchase is but vaguely sensed’—all these and others 
are included in his most comprehensive treatment. 

The question is: How can they be made positive use of ? How 
assimilated and raised from the limbo of negative qualifications 
upon equilibrium theories of value into the dignity of an integral 
and working part of a broader theory? When economic disagree- 
ments have gone as deep as they can go, the decisive consideration 
is always the furthering of progress. Even habit is useful chiefly in 
so far as it contributes to growth. And progress is not to be had by 
eradicating error and returning man to a sort of hedonistic Garden 
of Eden, but by using trial and error as its chief tool.4 Progress 
implies imperfection, and it also implies more or less imperfect guid- 
ance of every man by himself or by others as a costly and valuable 
form of human effort. This cannet be accomplished through the 
static conception of independent demand schedules or the static 


“ideal” of marginal utility. Everything in the foregoing study 
has pointed to this conclusion. A subsequent paper will attempt 
to outline a method of studying the theory of economic guidance, 
and to indicate some tentative conclusions. In the nature of the 
case the result cannot be a deductive system, determining levels 
of equilibrium with quantitative exactness. 


J. M. CLark 


UNIVERSITY OF CHICAGO 


* Wicksteed, op. cit., p. 21. 2 Ibid., p. 32. 3 Ibid., p. 35. 

4H. W. Stuart (Creative Intelligence, pp. 304-7) makes the point that departures 
from the utilitarian “ideal” are not so much evidences of ignorance as means of growth 
in knowledge through the process of “‘ constructive comparison.” 





THE PRICE-SYSTEM AND SOCIAL POLICY 
I 


The quest of paradox leads into no field more promising than 
that of American social development. Not the least interesting 
and significant of the queer contradictions found there is the ideal 
of democracy which has found expression in common thought and 
the fact of oligarchy which has written itself into economic arrange- 
ments. In popular speech and writing the goodness of democracy 
passes unquestioned. So secure is its place that an occasional 
attempt to discover its nature, to analyze its claims, to inquire 
whether it is more than a formal goal of development, or to chal- 
lenge its generally accepted beneficence’ has fallen upon deaf ears. 
Its intense reality to us is indicated by our attempt to realize it in 
politics, which contains the institutions of which intuitively we are 
most conscious. We have added the many to the few who once 
went the privileged way to the ballot-box. Even our increasingly 


polyglot population has robbed our invitation to the suffrage of 
none of its catholic charm. Within the polling-place we have made 
the heritage of birth, intellectual attainment, economic place, and 
social position alike of no avail. By its even-handed calculus the 
lord of the industrial manor, whose smoke-stacks adorn a country- 
side, has been held of equal account with the ignorant Hunkie who 
plies pick and shovel within the recesses of the mine. By making 


* That “democracy” is a crude and unanalyzed concept even a superficial study 
of its literature will show. In lay thought very rarely does the term carry other than 
a political connotation, and the lay mind has given little attention to the question of 
whether democracy is in itself a social ideal or merely a means to the attainment of 
such an ideal. Even professional writers who intend to use the word quite precisely 
give it no common meaning. For instance, Dewey, Cooley, and Lloyd are generally 
classed as members of a common school, yet they differ widely in their conceptions 
of democracy. See John Dewey, Democracy and Education, passim; Charles H. 
Cooley, Social Organization, especially pp. 85-87, 157-76, 203-5; and Alfred H. Lloyd, 
“The Duplicity of Democracy,” in American Journal of Sociology, XXI, pp. 1-14. 
Lloyd’s conception is particularly interesting in regarding democracy as a weapon 
for an attack upon an outgrown scheme of inequality, but useless for constructive 
purposes. 
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each citizen count for one and no one for more than one in true 
Benthamite style, we have formally endowed the masses with the 
political power to shape their ends. 

Yet universal manhood suffrage has not given us a democratic 
industrial system. On the contrary, the diffusion of political power 
has gone hand in hand with a concentration of wealth and eco- 
nomic prestige. The older world of communities, self-sufficient and 
like unto one another, communities wherein each farmer, craftsman, 
and merchant was master of his time and business, and was “just 
as good a man” as his neighbor, has passed. The tasks essential to 
our desires have been divided and subdivided and their elements 
have been gathered up into a vast and intricate system of closely 
co-ordinated businesses. These have been manned by a miscella- 
neous group of persons performing varied and dissimilar functions 
and arranged as a hierarchy. At its apex appears a small group 
of business men directing industries of titanic size and vast social 
importance. Below them is a larger group, quite like them, yet 
inferior in initiative and power. Still lower are the hosts of indus- 
trial and clerical laborers, comprising the great mass of city-dwellers, 
stripped of power and shorn of initiative. An intermediate group 
of professional men with no clearly defined position gives an impres- 
sion of unity to the whole. As a complement the prestige of own- 
ership, carrying with it control over the actions of men and the 
welfare of groups, distributes itself after a like hierarchical pat- 
tern. Within this social order groups have appeared, the higher 
ones closed to all save the unusual individual by the laws of 
inheritance and the other conventions of ownership. Within the 
lower strata the ambition of only the exceptional to gain power, 
amass wealth, or assume social position can pass beyond embryo. 
To the great mass of men democracy, in any economic or social 
sense, has become a thing apart from the everyday concerns of 
a humdrum universe. 

In its development American society thus reveals an antithesis 
between common thought and political institutions on one side 
and the industrial system on the other. The enfranchised many 
have failed to translate their democratic ideals into economic 
fact. Their failure makes pertinent the inquiries: Why should the 
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masses, seemingly endowed with the power to determine the 
future, have permitted the development of a system which has 
stripped them of ownership, initiative, and power? Why should 
those that have not have failed to use their political power to help 
themselves at the expense of them that have ? 

Strangely enough so striking a paradox has called forth few 
attempts at understanding. But perhaps this has been because 
men do not explain what they do not see, and most of us, tossed 
to and fro by the cross-currents of social development, have failed 
to sense its deeper drift. The very lack of explanation indicates 
that an obliviousness to the larger tendencies of change has been a 
factor of importance in the appearance of this contradiction. Of 
late, however, the phenomenon has called forth several explanations, 
differing in kind and possessing varying degrees of plausibility. 

None of these explanations insists that inequality is sustained 
by the customary devices which in other days have been used to 
keep the masses in their ordained places. In other times the 
privileged few have drawn their strength from a militia conducing 
rather to domestic tranquillity than to freedom from invasion. 
Under other systems it was deemed necessary to keep the masses in 
ignorance, thus preventing alike a clear appreciation of their 
condition and the communication of ideas so necessary to activity 
in their own behalf. Under other conditions royalty has been 
arrayed in vestments of divinity; omniscient deities have endowed 
the privileged with their prerogatives; and loyalty and obedience 
have been translated into principles of the highest morality. In 
other circumstances a wonderful symbolism had been wrought, 
permeating art, religion, and literature with its preachments about 
the sanctity of the socially elect." 

‘In this connection it is important to remember that all literature and art is 
didactic. Certain specimens are condemned as “didactic,” not upon ethical but 
aesthetic grounds. The condemnation is not because they teach, but because the 
teaching is direct and crude, and therefore ineffective. Since books must be peopled, 
since plots must unfold, since triumph and disaster must adorn the pages of literature, 
the didactic note is ever present. Its most usual and effective, and therefore most 
artistic, form is holding up for approval or condemnation particular characteristics of 


individuals, particular events, and particular conventions. Through the revelation 
of such values all forms of art are means of social control. 
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In lieu of these habitual formulas many ingenious theories 
have been offered in explanation of the seemingly self-willed 
inequality of industrialism. The first of the two general groups, 
into which they may all be gathered, insists that the masses have 
deliberately willed the system that is because it tends to their 
ultimate well-being. The several explanations of this group resolve 
themselves into two types. The first insists that a consciousness of 
a mutuality of interests between higher and lower social groups is 
responsible for the conservative action of the numerically strong.* 
Accordingly they have abided in patience a growing inequality 
because it has been a mere mask behind which has lurked a real 
increase in material well-being even for the worst paid of men. It 
is unnecessary to insist that this argument rests upon arbitrary 
assumptions rather than upon ascertained facts and that it assumes 
the immutability of social arrangements. It is necessary not even 
to question its validity. To discredit it as an explanation it is 
enough to note that it is most popular with the upper pecuniary 
groups and has found little acceptance among workingmen. Their 
rejection of it prevents it from being the basis of their actions. 

The second type of the theory of mutuality of interests among 
the pecuniary groups admits that, at least in the minds of the dis- 
possessed, the interests of all are not quite identical. Yet, so it 
asserts, the current division of equities, however imperfect it may 
be, is inseparable from a vast, intricate, and sensitive industrial 
organization. Any tinkering with this by men who do not and 
cannot understand its intricacies is likely to wreck the system and 
to leave the meddling masses in a much worse position than 
before. Therefore they desist because they realize that self- 
interest demands it. Again it is unnecessary to dispute the truth 
of the argument. Certainly only a poor economist would deny 
that disorganization would attend an ill-advised meddling with the 
industrial system. But again it requires no extensive researches 
to show that it is not a consciousness of the complexity and del- 

* Most of the arguments referred to in the text have many variants. Since the 
reference is usually only to the general type of the argument, the citation of particu- 
lar authorities is unnecessary. However, where a variant of a type, developed with 
analytical nicety and precise statement, is referred to, the authority is always 
cited. 




















THE PRICE-SYSTEM AND SOCIAL POLICY 35 


icacy of the economic structure which prevents the proletariat 
from becoming a self-appointed Samson. On the contrary, the 
minds of even the best-informed laymen habitually conceive of 
economic problems as simple and the ramifications of the system 
as few and intelligible.* 

The second general group of explanations admits readily 
enough that the difference of interests between the higher and the 
lower pecuniary groups is both real and apparent. These argu- 
ments also fall under two distinct types, differing in the source of 
the inactivity of the proletariat. The first attributes it to a 
lack of organization or leadership. Thus it is argued that the 
great American middle class, living partly by property, partly by 
labor, bridges the gap between the upper and the lower groups, 
prevents their relative positions from being seen, and effectively 
inhibits a realization by the propertyless groups of their mutual 
interests.2 Again it is insisted that the diversity of interests of 
the lower groups has prevented effective communication among 
them and the formulation of a common program. It is argued, 
too, that leadership is inefficient; that men of imagination, vision, 
and initiative are invariably drawn to the service of members of 
the higher groups by the larger rewards which they offer. An 
ingenious argument insists that the machine process has robbed 
the laborer of initiative, reduced his life to a monotonous routine, 
placed him in a position of intellectual isolation, and dried up his 
initiative. He is compelled to allow affairs to go their own way, 

« “What is it prevents the social revolution? It is not a scientific understanding 
of the reasons of these inequalities, or any doubt of the possibility of reorganizing 
industry without them, for no study is so neglected in Great Britain as the scientific 
study of economic organization.”—Henry Clay, Economics: An Introduction for the 


General Reader, p. 45. The reader will doubtless concur in the statement as equally 
applicable to America. 


2 Perhaps the theory that for the “good man” the road lies open from the lowest 
to the highest pecuniary group is to be classed as a variant of this type. In terms of 
this theory the proletarian does not act because he sees in himself a capitalist in 
embryo. The theory is a product of the American frontier, unappropriated resources, 
and a rising margin of economic utilization. In the past it has been of importance 
in checking the rise of group consciousness; for it is impossible for men to identify 
their interests with those of a group to which they regard themselves as only tem- 
porarily attached. In view of the more stable conditions of the present, one is in 
more danger of exaggerating than of underestimating its importance. 
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or someone else’s way, because his fatalism and inertia leave him 
no alternative.’ 

The second variant of the explanation which represents the 
masses as inactive in the face of conscious injustice finds the source 
of their inertia without. One has it that universal manhood 
suffrage is a mere sham; that the real government is beyond 
popular control; that, because of careful manipulation by the 
privileged few, voters are confronted on election day with rival 
candidates remorselessly conservative, equally platitudinous, and 
appealing upon programs quite alike. Another insists that com- 
munication and discussion, so necessary to the organization of 
opinion and to activity, are controlled by the conservatives. Thus, 
through distorting significant items, a perspective of the current 
situation is kept from those concerned, and when a crisis requir- 
ing action comes, a deliberate attempt is made to muddle the issues. 
A third imputes to the “owners of property” an ability to impose 
their will upon the course of economic development at the expense 
of the unsuspecting masses. The source of such imposition is pre- 
sumably a greater consciousness of group interests and a greater 


*In this connection note the following statement by one of the ablest of the 
recent writers in general economics: “Probably the concentration of responsible 
work in the hands of a small class, the great majority of laborers being specialized to 
automatic non-responsible work, is the chief explanation of the most remarkable 
social phenomenon of the time. In some Western countries with democratic fran- 
chises one-tenth of the people own nine-tenths of the wealth. A considerable pro- 
portion of the voters are constantly on the verge of destitution, while a small minority 
flaunt in their faces the most extravagant luxury. How is it that the populace does 
not use its political power to remove such inequalities? What is it prevents the 
social revolution? . . . . The explanation is largely habit, the inertia of uneducated 
masses, the fatalism that is almost inevitable after ten hours a day, five and a half 
days a week, and fifty weeks a year of monotonous toil in a factory. But another 
explanation is that the people who suffer the most under the present industrial system 
have the habit of initiative rigorously ground out of them by the system 
They are so in the habit of being told what to do that they do nothing when they 
have only themselves to tell them to do it.”—Henry Clay, op. cit., pp. 45-46. While 
agreeing with the general truth of Mr. Clay’s statement that one-tenth of the 
people own nine-tenths of the wealth, one must note that it is likely to give a false 
impression, for one-tenth of the people receive much less than nine-tenths of the 
income. The discrepancy between wealth and income statistics is due to the obvious 
fact that wealth represents the capitalized values of incomes from property, but 
excludes the capitalized values of incomes from personal service. 
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facility in organization., And, more shrewdly, the argument 
has been advanced that the freedom of the ballot-box is a polit- 
ical fiction, that it has been hedged about with such prohibitions 
against interference with property as to prevent democracy from 
any adequate translation of will into fact.? 

The arguments in this general group, irrespective of the type 
to which they conform, fail to explain the facts. It is true that 
the proletariat has an inadequate conception of its place in society, 
that its means of communication fall short of what is demanded 
for effective action, and that its leaders have been lacking in 
alertness, vision, and resource. But it is equally true that it has 
failed to make use of such knowledge of position, means of organ- 
ization, and leadership as it possesses. Nor can it be denied that 
the means of communication are far from being free and that 
issues are deliberately muddled. In addition the policies of politi- 
cal parties rest upon traditions which cannot easily be set aside; 
property owners, despite their many conflicting interests, are a 
far more homogeneous class than the proletariat; and the fun- 
damental law of the land has its full complement of inhibitions 
upon effective group-action. Yet enough of fact, falsehood, opin- 
ion, and prejudice reach the laborers to make them more radical 

? This is apparently the thesis implicit in J. Allen Smith, The Spirit of the Ameri- 


can Government, and in Charles A. Beard, An Economic Interpretation of the Constitu- 
tion of the United States. 


2 Note the following statement by one of the most penetrating students of Amer- 
ican institutions: ‘The fundamental division of powers in the Constitution of the 
United States is between voters on one hand and property owners on the other. 
The forces of democracy on the one side, divided between the executive and the 
legislature, are set over against the forces of property on the other side, with the 
judiciary as arbiter between them. .... This theory of American politics has not 
often been stated. But it has been universally acted upon. ... . It has had the most 
fundamental and far-reaching effects upon the policy of the country. To mention 
but one thing among many, it has allowed the experiment of universal suffrage 
to be tried under conditions essentially different from those which led to its ruin in 
Athens or in Rome. The voter was omnipotent—within a limited area. He could 
make what laws he pleased, so long as those laws did not trench upon property-rights. 
He could elect what officers he pleased, so long as those officers did not try to do 
certain things confided by the Constitution to the property holders. Democracy 
was complete as far as it went, but constitutionally it was bound to stop short 
of social democracy.”—Arthur T. Hadley, ‘“‘The Constitutional Position of Property 
in America,” in the Independent, LXIV, 837-38. 
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in thought than in action—enough, as has often been remarked, 
to make them more radical upon other days in the year than upon 
the first Tuesday after the first Monday in November. In short, 
these suggestions do not suffice because the radicalism of action 
falls far short of the radicalism of thought. 

Less superficially viewed, these arguments possess in their 
assumptions more serious errors of omission and commission. The 
first of these is the presupposition that group-action finds its 
source in the will of its members. The general truth of this need 
not be questioned, for so long as people differ we shall find them 
responding to the same stimuli in different ways. But its adequacy 
needs to be challenged, for it is a commonplace of economic thought 
that such differences are mere variations from a common response 
to the institutional environment to which economic survival 
forces the members of social groups to conform. Hence the 
quest for the dominant constraints upon group-activity must 
lead through volition to the compelling social arrangements 
beyond. The second is an assumption that individual and group 
interests are simple and intelligible things, easy of understanding 
and of conversion into reality. This grows out of an attempt of 
the exponents of these arguments to rationalize individual judgment 
by making it automatically respond to the dictates of self-interest. 
Its error is that one’s interest of the moment may be opposed to 
that of five years hence and even more to that of a still less imme- 
diate future. Likewise one’s interest as an individual may be 
opposed to his interest as a member of a group, and the interests 
of the several members of any group are always more or less out of 
accord. This conception errs, too, in representing the interests 
of the higher and lower pecuniary groups as universally opposed. 
In its stead we must erect a conception of individual and group 
interests as complex bundles of conflicting values difficult of 
apprehension and of conversion into reality. The third assump- 
tion is of a common group-interest which has found expression in 
a concentration of economic power. It seems to deny to the 
people who make up society an immense concern with the prosaic 
work of making livings and of acquiring for themselves the com- 
forts and vanities of this world. It regards the policy which 
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finds expression in economic development rather as an expression 
of conscious social intent than as a mere incident of the ordinary 
activities of money-making and of serving Mammon by laying 
up treasures on earth. It errs in imputing to intent what appears 
only in result. 

This brief criticism indicates, at least in general, the character 
of the argument which follows. It regards the development of 
the industrial system, in which the concentration of economic 
power is so manifest, as a by-product of the several responses of 
many groups to the exigencies of their everyday lives. The char- 
acteristics of change are thus incidental to ordinary business 
activities rather than to the essence of a conscious collective 
intent. This makes of “social policy” an implication of a continu- 
ous series of accommodations by social groups to the exigencies of 
their ordinary economic lives. Likewise it assigns to the tangible 
interests of the immediate future a larger meed of control than to 
those of a more nebulous afterwhile. 

But while “interests” may be the forces impelling activity, the 
form of that activity is determined by the scheme of social con- 
ventions under which they must assert themselves. So the 
inquiry into the antecedents of social policy runs back to the 
institutions which together make up “the prevailing order.” 
Amid their bewildering complex the argument below attempts to 
find the most pertinent of these factors in the omnipresent and 
unescapable price-system. To this end it resolves itself into 
two parts, the first of which purports to show the constraints 
exercised by the price-system upon the activities of the several 
pecuniary groups, and the second to indicate how these several 
responses have found expression in a common social policy which, 
even in a society with a democratic franchise, has eventually led 
to a concentration of economic power and prestige. 


II 


To appreciate adequately the power which the price-system 
exercises over conduct one must remember that the one fun- 
damental idea in modern economic organization is interdependence. 
It is a truism that one is dependent, not only for the fulness of 
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life, but for existence itself, upon maintaining a connection with 
the industrial system. Doubtless we may still hypothecate an 
isolated individual, thanks to the gifts of nature about him, suf- 
ficient unto himself for all the means of an empty and precarious 
existence. We may perhaps visualize communities with economic 
arrangements far simpler than ours, communities in which men 
take directly from soil, forest, and stream the materials upon which 
their welfare depends. In such communities the formulas of well- 
being run in terms of health, strength, and exertion; of the soil, 
the sun, and the rain. But under industrialism the simplicity is 
gone and the old formulas will not do. Under its ritual a man 
performs a highly specialized productive act or service, not for him- 
self primarily, but for a multitude of others. Likewise the objects 
and services essential to his numerous desires come to him from a 
vast and complex industrial system, which uses all sorts of men 
and equipment and ramifies unto the utmost corners of the earth. 
A connection of the individual with this great world-machine is 
necessary to his very life. 

This making of a living by many men for many men has 
usually been called the divison of labor. Its maintenance requires 
the continuous organization into a single coherent whole of a wide 
variety of services, materials, and forces. If every member of 
society is to have a part in this, if each is to give and to get, if 
the potential resources are properly to be used, if the products are 
to correspond to the demands for them, the task of organiza- 
tion becomes a delicate one. Everywhere there must be careful 
measurement, nice adjustment, careful fitting. This <lelicate artic- 
ulation of parts has been made possible by the rise of the institu- 
tion of pecuniary calculation, which assigns to the satisfaction of 
each desire, to the use of each raw material, to each service, to 
each good, its definite price. Its precision makes possible the 
maintenance of a highly exact and articulate organization of unlike 
and diverse elements in an industrial order. The prices which 
make it up constitute an organic system, not a mere aggregation of 
unrelated items, each having such intimate connections with the 
others that the whole can best be represented by means of a vast, 
intricate, and tangled network. But even this illustration is inad- 
equate, for always here and there, for reasons good and sufficient, 
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prices are changing and forcing changes upon correlative prices 
even to the confines of the system. Thus the whole is ever in 
process of being remade. Moreover its fitful character is indicated 
by the very different degrees of resistance which different prices 
oppose to the shock of change.* In close and constant touch 
with this price-system, which intimately reflects the whole of the 
myriad of conditions which make up life, which is always becom- 
ing new, and which is composed of items differing widely in their 
ability to withstand change, the members of all the groups of 
society are forced to order their lives. It is a succession of links 
binding them, one by one, to an industrial system apart from which 
their lives and activities are alike meaningless and impossible. 

To the individual the price-system manifests itself most inti- 
mately in the immediate prices by which his wonted activities are 
hedged about. These include, on the one hand, the prices of his 
personal services and of the uses of his property, and, on the 
other, the prices of the goods and services which his plane of 
living or the requirements of his business demand. So far as the 
price-system affects his thought and conduct it is through its 
influence upon these immediate prices. It may be insisted that 
this influence, at least for the large number whose primary concern is 
with the immaterial satisfactions of life, is negligible, for the things 
of the spirit cannot be purchased. But, as life is organized, the 
means to the attainment of these things is frequently pecuniary, 
and they cannot be enjoyed unless material goods keep life within 
the body. Accordingly there are no cases of absolute indifference 
to pecuniary income. At the other extreme it is said that the desire 
for money is in itself the real incentive to all economic activity.’ 

* Since the characteristics of the price-system have been clearly and compre- 
hensively set forth in economic literature they are doubtless familiar to the reader. 
Here it seems necessary only to indicate two or three features which are of impor- 
tance in their influence upon the content of the actions of individuals. For a more 
than usual presentation of the structure of the price-system itself in institutional 
terms see Wesley C. Mitchell, Business Cycles, passim, particularly pp. 27-32. 


2 The miser is frequently pointed out as an example of such motivation. With 
him, however, the desire is not for money, but for coin. Miserliness is an attribute 
which attaches itself rather to the use of pecuniary income than to the making of 
it. Thus it is hard to see how the collector of current coins can be put in a different 
class from the man who collects coins of historical value, rare books, or other objects 
of a pecuniarily aesthetic character. 
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The habitual example is the business man who amasses wealth 
for which he has no need. With him, however, dollars are not 
the motive, they are mere counters indicative of the success which 
he has won in the business game. The pecuniary income is uni- 
versally desired, but its “power in motivation” is symbolic rather 
than real.2/ To one net income may represent the material means 
to well-being, a thing of importance only because it is the open 
sesame to immaterial enjoyments. To another it comprehends the 
number of possibilities of enjoyment or attainment which are his. 
To a third its increase or decrease is attended with a change in 
the number of alternatives from which he can choose his activi- 
ties. To a fourth its magnitude marks the chance for survival 
in the economic struggle, an intrenched position, a zone of safety 
wherein he may do as he pleases. To a fifth it is important only as 
attesting by its size the freedom vouchsafed to its possessor, undis- 
turbed by demands of conformity to pecuniary circumstance. In 
these and other cases its importance belongs outside of itself. It 
lies rather in furnishing a common denominator of enjoyment, 
activity, and opportunity, a means by which human motives 


can be reduced to intelligible and measurable terms. It is reason- 
able that motives which can thus be reduced to precise statement 
and compared are of more weight than those whose promises are 
vague and distant. 

So long as men are unlike creatures, so long will they respond 
in varied ways to the complex of motives which a pecuniary for- 
mula holds. There is, for example, the man who insists that, 


* “Because money provides the counters which measure commercial triumphs, 
we are apt to go astray in our analysis. Those who play cards for cowries are not 
mastered by a passion for cowries. Until we understand the motives now at work 
in the economic field, we are not likely to make the best practical use of economic 
knowledge.”’—Sydney J. Chapman, Outlines of Political Economy, p. 18. 

2 There are many pecuniary institutions, and in discussing them care must be 
taken both to avoid assigning to one what is chargeable to another and to resist the 
temptation to make one do service for a number. A curious example of crowding 
the whole of the institutional complex into a single concept appears in Benjamin 
M. Anderson, Jr., Social Value, p. 105, “Value is a force, a motivating force”; and 
in the same author’s The Value of Money, passim, in which he crowds economic 
motivation into the dollar. For Mr. Anderson, however, this has the dialectical 
advantages of freeing him from the necessity of treating institutions and of making 
concessions to the genetic method. 
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because the price-system is not of his making, it is not to his lik- 
ing. He would dispense with it if he could; but he finds that 
impossible, so he grudgingly puts up with just so much of it as he 
must. He must conform to the extent of earning a living or 
accepting an income from property, the ownership of which he 
does not disavow. Under modern conditions the “living” is likely 
to include means for the attainment of other ends than mere 
existence. If his income is from property, its size is the measure of 
his freedom from pecuniary thraldom. If he pleases, he may, at 
least for a time, disregard this limit and live in defiance of the 
mandates of the price-system. But if he persists, his property 
flits to another who is readier to obey the laws under which he lives. 
A protestant is shorn of his economic power, and with it lapses his 
active concern with most of the things of this world. The class 
which defies is small and its members hold a very precarious lease 
upon economic life. 

A second group consists of those who continue to thrive seem- 
ingly in defiance of the injunction to make money. But wilful 
disregard is here merely a mask that hides a careful prudence. 
If one is protected by a monopoly, if he has invented an inviting 
trade-mark, if he is heir to a large amount of “good will,” if in any 
one of a number of ways he has intrenched his income against the 
vicissitudes of price changes, he has a reasonable degree of immu- 
nity. He may engage in doubtful experiments in welfare work, 
surrender hours of toil to the leisure of his workers, make con- 
tributions to charity, or engage in other practices which are at 
variance with the dictates of the economic man within him. But 
if it is to endure, such freedom has to be carefully conserved; it 
is possible only within the limits of the prices about him. 

It is therefore within the capacious confines of the class which 
obeys quite regularly the demands of the price-system that most 
of the members of society are to be found. In common they find 
their incomes smaller than they like; in common they would 
free them from the caprice which they serve. Each must steer 
his wayward course with one eye upon the prices of the goods 
which he buys and the other upon his income from services or 
goods sold. By all means the first must be kept down; by all 
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means the second must be exalted. In view of the uncertainty 
of the future, to fail to claim a pecuniary advantage today is to 
disregard the dictates of wisdom. It may result in a failure to 
secure a bigger one tomorrow, or it may render that morrow 
insecure. 

The commands, prohibitions, and restrictions which the price- __ 


system lays upon individual conduct. are immediate and real, 
imposing restraint both upon the spending of income and the ‘mak- 


ing of it. In the first case one goes to market and exchanges 
income for means to the pleasures, activities, and attainments 
which he regards as most worth while. If he has no income, 
obviously he gets no goods. Since existence depends upon the 
wherewithal to be fed and clothed, his right to live becomes a 
matter of public or private grace. If his income is small he can 
gain the means to a limited range of desired activities; as its 
size increases he is allowed both more goods and greater discretion 
in choice. If he desires a new pair of shoes, a ticket to the opera, 
a picture for the study, a trip to California, a new automobile, an 
apartment at the Ritz-Carlton, or a public library to herald his 
name, the matter has to be referred to the dictates of the price- 
system. As prices go their capricious ways responding to the 
vicissitude of change, he is forced to change his purchases, his 
activities, and even his personal habits. They may compel him 
to eat rice when his taste inclines to potatoes; they may require 
him to have his shoes mended when he prefers a new pair; they 
may for the season force him upon the highway in an old car, the 
shabbiness of which is beyond dispute. A prohibitive price of 
domestic labor may compel him to renounce his home and take his 
meals in a restaurant. To accommodate himself once and for 
all to a scheme of prices which drives him in many directions 
is not the whole of submission. Their unexpected and arbitrary 
changes force from him an ever new allegiance and a constant 
reshaping of his actions. 

Great as is its authority over the spending of income, the 
compulsion of the price-system is even greater in the making of it. 
Perhaps a careful calculus which makes purchasers attend upon 
a detailed comparison of the values and the costs of what they 
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buy may be a source of added enjoyments. Yet, as wants and 
goods become standardized, this importance shrinks, and to the 
great mass of men and women it appears mere penny economy. 
The desire of many men for more goods, more opportunities, more 
means of attainment, are much more likely to take the form of 
desires for larger incomes. It is therefore over money-making that 
the price-system exercises its strongest tyranny,’ and for this reason 
it is necessary to study quite particularly this influence. 

Let us begin with the group charged with the management of 
independent business ventures. To them success or failure is 
written in the balance sheet. They find their activities hemmed 
in between the prices of the goods and services which they 
buy and those of the articles which they sell. By grace of 
high prices or low costs the business adventurer derives from his 
concern a surplus; by dint of low prices or high costs he has a 
deficit thrust upon him. Unless a surplus appears, at least for 
its owner, the enterprise ceases to be. If it is small, his position 
is precarious; as it increases, there appears room for discretion, 
for personal judgment, for individual whim. If one would increase 
output, manufacture a new product, introduce a new technique, 


? To insist at length upon the price-system as determining one’s activities, 
habits, and mode of life is insisting upon the obvious. But in our thought, and even 
more in collective endeavor, its constraints upon us are not always clearly recog- 
nized. Offhand we think of the state as the institution which exercises the greatest 
restraint upon our actions. But a moment’s thought shows how inferior its power 
is to that of the price-system. If space were available, it would be interesting 
to make a detailed comparison between the two institutions, with attention to the 
source of the power of each, the way in which it is used, the range of activities 
affected, the ease with which their respective decrees are enforced, the relative 
amounts of friction involved in the enforcement, the speed and continuity with which 
they reflect changed conditions, etc. But the comparison is easy and the reader 
can make it for himself. It is of note that neither in the Middle Ages nor in our 
own times has the state been the institution of dominant authority. For the earlier 
period that place was held by the Holy Catholic church; in our system it is taken 
by the price-system. In passing one cannot but mention the peculiar position into 
which the classical economists fell in discussing the price-system and the state. In 
trying to show the small place which the state should have in social matters they 
appealed to the dominance of the price-system. But the latter was regarded, not 
an institution, but as a manifestation of a natural order. Thus they denied importance 
to one institution by using a second institution whose institutional character they did 
not recognize. 
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change the organization of labor, place his goods in new markets, 
build a new plant, or engage in a gigantic advertising venture, 
experts familiar with the matters in question are consulted. They 
are asked, however, not for decision, but for advice. Their 
opinions are pertinent to, rather than sufficient for, judgment. 
They have to be translated into terms of dollars and cents, and 
final choice is reserved to those who know far more of the mysteries 
of the pecuniary calculus than of the intricacies of the productive 
process. If restraint came only from immediate prices the enter- 
priser might break them down and find economic freedom for 
himself. But .the costs of many goods which he uses are but 
local manifestations of prices of goods used in the production of a 
thousand products. Over selling prices his control seems some- 
what greater, but here there are also many restraints. If he has 
competitors, he dare not go much higher than they lest he be 
left without a market. If he has none, the double possibility of 
substitutes and of potential competition makes high prices less 
inviting. If his good be other than a prime necessity, there is 
a chance of his market being swept away by the preference of the 
consumer for the satisfaction of some want other than that to 


which his product ministers. If he sells to other producers the 
upper limit of price is quite a rigid one. Hemmed in thus he may 
seek to escape by increasing the amount of his sales. But price- 
lowering or extensive advertising, essential to this result, are alike 
expensive. They can succeed only within definite limits, for he has 
to compete against the allurements of other sellers. At best only 
the exceptional concern can expect an extraordinary share of the 


trade. 

To this fitful tyranny of the price-system over the enterpriser 
many conditions peculiar to the industrial system contribute. 
The wide variety of the goods offered on the market presents to 
the consumer an endless choice. The result is that an increasing 
part of the industrial system is engaged in producing goods which 
satisfy a capricious demand. Since establishments are built and 
stocked with equipment to turn out a predetermined volume of 
goods at the lowest cost per unit, costs do not decrease in pro- 
portion to diminished sales. While it is important to keep sales 
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uniformly large, in few cases is this possible, for the fixed establish- 
ment is sadly at variance with the rhythm of activity in the 
business system. When trade is at a low ebb, small sales, attended 
by meager receipts, demand the utmost attention to the dictates 
of price. When the flood time of the cycle is on, there is no sur- 
cease, for the manager sees the double danger lurking in rapidly 
rising costs and in the inevitable depression whose seed prosperity 
is sowing. An additional danger, inseparable from industrial 
expansion, has left the entrepreneur face to face with a striking di- 
lemma. If he expands his business to keep pace with rapidly 
growing population and wealth and the demand for better quality 
and larger variety in his goods, he is assured both economic survi- 
val and a more secure position. If he fails to meet the enlarged 
and more particular demands, he is destined to succumb to his 
competitor. To accept the first alternative he must usually find 
in his own dividends funds for expansion, which increases his slavery 
to a price-system subject to the caprice of the business cycle. 

An even more immediate incentive to obedience proceeds from 
the corporate character of business organization. The impersonal 
nature of the corporation, the theoretical separation of ownership 
and management, and the extreme liquidity of securities combine 
to make responsible managers particularly sensitive to immediate 
price-motives. The securities are usually owned by the members 
of a body more numerous than the management, living broadcast 
throughout the country. Few of them have any personal knowl- 
edge of the concern, its organization, its personnel, its technical 
processes, or the living and working conditions of its laborers. The 
summary of the economic, social, and moral condition of the 
business is usually presented to them in the double form of 
the value of securities and the rate of dividends. If, by grace of 
management, a generous dividend is forthcoming, inquisitive 
owners are not likely to probe far into the how and why, and 
those in control are assured a generous extension of power. 
If it fails, those who have purchased in securities merely imper- 
sonal pecuniary incomes are not likely to tolerate excuses about 
managerial concern for social good. Their interest in charity is 
too personal and too precious to be delegated to men who draw 
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salaries for posing as business celestials. If by some mischance 
a management is elected which proves incurably altruistic, the 
stock market offers an easy egress to the analytically minded who 
do not wish to mix uplift with investments. If, as is more prob- 
able, particular stockholders object on moral grounds to the policy 
of the management, they may transfer their ownership to industries 
more to their liking. The change will soothe the individual con- 
science without interfering with the practices of the concerns 
involved." If managers succeed beyond their expectations, their 
very success evokes the law of capitalization and leads to an 
increase in the value of the investments upon which in future 
they are expected to pay dividends. Thus success, instead of 
bringing relief, merely renews the slavery. Because well-connected 
businesses pay dividends regularly, the management is constantly 
under the temptation to subordinate to the amenities of the present 
projects which promise much in future to themselves, to the 
concern, and to the community. The constant opportunities of 
managers to speculate in the stocks of their own concerns do not 
diminish this temptation. 

The response of enterprisers to the immediate pressure of 
prices involves more than the temporary well-being of the enter- 

* To sell an equity in a business which does not satisfy one’s morals seems a 
relic of an antiquated individualism, yet any one of us would do it. We object to 
renting property for saloon purposes, to owning stock in patent-medicine concerns, 
to enjoying dividends made possible by child labor, overwork of employees, or forcing 
the incidence of industrial risk upon them. Regarding the issue as one of personal 
morality, we wash our hands by selling our holdings to others whose particular 
scruples do not apply to the objectionable practices. Yet such sales merely salve 
individual conscience; they contribute nothing to an elimination of the objec- 
tionable practices. In fact the investment market has been organized in such a way 
as to permit an easy gravitation of equities in property toward those whose con- 
sciences are best fitted for their ownership. One endowed with a gift of narrative 
might write a satirical story about a group of very virtuous individuals, each of 
whom happened to be left with a minority interest in a concern that engaged in prac- 
tices of which he disapproved. Each would set about ridding himself of his invest- 
ment. Such a redistribution of equities would be effected that each would come into 
possession of a property whose uses met his scruples. Thus the consciences of all 
would be freed from their burdens and the objectionable practices would be left intact. 
The point is that it is futile to attempt to solve social problems by appealing from 
the price-system to personal morality. Such problems can be effectively dealt with 
only through changes in the plane of competition. Hence they call for social moral- 
ity and collective activity. 
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prises they manage. If the ultimate interests of the managers, 
the business ventures themselves, the laborers they employ, and 
the communities they supply are in accord with the demands of 
immediate money-making, they are likely to be served. If the 
lack of harmony is inconsiderable, the more immediate may be 
sacrificed to the less immediate value, provided business manage- 
ment and ownership are relatively stable. If they are out of 
harmony, the less immediate interests of group and community are 
likely to be sacrificed. No matter how promising a change in 
working conditions, no matter what the possibility of a proposed 
law, if it threatens serious interference with immediate gain it 
is damned. Impinged upon by conditions which they cannot 
control, business men have no alternative but to attempt to increase 
current dividends by similarly impinging upon prices not strong 
enough to resist their impact. To each the flood time of the 
cycle represents normal conditions; each can be depended upon 
to favor policies promising wider markets, further exploitation of 
natural resources, and an acceleration in the rate of industrial 
expansion. These are the essential demands of the group as they 
have found expression in social development. It is significant 
that they arise, not in the desires of business men, but in the 
institutions to which they must conform, that their end is not to 
advance consciously appreciated group-interests but to conserve 
and increase current incomes." 

An extended argument seems unnecessary to show the respanse 
of professional and laboring men to similar demands for immediate 
income. If with the former it seems somewhat less whole-hearted, 
it is because the lurking traditions of the craft period and the 
better-formulated codes of professional ethics more rigidly confine 
the motive. But the establishment of bounds rather determines 
the nature than takes away the intensity of competition. Only 

tIt is of note that the business man obeys the laws of the institutions under 
which he lives rather than personal inclination. The tendencies affecting the devel- 
opment of society thus find expression through him rather than take their initiative 
from him. However, it must be confessed that in the industrial system positions 
and their occupants are brought together by a selective process, and that managerial 
roles are usually played by men who, either by inclination or by training, are able 


to brush non-pecuniary considerations aside and to act quickly. Their wills are 
usually in harmony with that of the institutions governing their actions. 
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where incomes are fixed and personal effort and direct pecuniary 
reward are divorced do we find a profound disregard to immediate 
pecuniary values. Professional men and laborers alike have a perish- 
able commodity to sell and are compelled to sell it in an irregular and 
capricious market. The skilled laborer shares with the professional 
man the further disadvantage of having to dispose of a highly 
specialized product. The nature of service and the character of 
the market beget a careful regard for current values. To the 
laborer especially income is a regular flow; his outgo has usually 
been arranged in strict conformity with that fact. Many times 
provision can be made for a bare month ahead; in no inconsiderable 
number of cases the span of economic calculation runs from Satur- 
day night to Saturday night. The failure of an appearance of 
the pay envelope leaves him without the means of support and 
may threaten his future security. The opportunities of his children 
for development, for health, even for life itself, depend upon 
uninterrupted income. We may therefore expect the laborer and 
in lesser degree the professional man to take much conscious 
thought about current income. 

It is apparent, therefore, that the class which lives under the 
continued and fitful sway of the price-system contains the great 
mass of mankind. To realize their ideals, to carry through their 
schemes, to thrive economically, even to continue to exist, they 
must be responsive to the dictates of money-making. It matters 
not how unselfish the individual, how unmercenary his motives, 
how great his concern for literature, philosophy, or philanthropy, he 
must live in a pecuniary society; he must attain his ends by 
selling and purchasing goods and services. Before he can write 
poetry, establish schools to teach art, or send forth missionaries to 
make converts to the abolition of the price-system, he must obey 
its commands. His aspirations may all be spiritual, he may 
rebel at the existence of the institution, but in the end no choice 
is left save obedience.t This is not because he is money-mad, 

* Perhaps no question of theoretical interest in economics has provoked more 
confusion than that of the incentives to economic activity. To insist with the class- 
icists upon individual self-interest as the sole origin of conduct, or with the sociolo- 


gists upon environment as its exclusive source, is to make a half-truth do duty for the 
whole. The factors are complementary rather than antagonistic; it is always the 
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nor because money motivates his activities, but because he lives 
in a society so organized that pecuniary income is a definite and 
exact summary of his varied and complex assortment of motives. 
The constraint to subordinate welfare to wealth proceeds neither 
from an instinct nor a morbid desire, but from the nature of the 
social organization. 


III 


The direct dominance of the price-system over thought and 
action is upheld by a number of social conventions. This indirect 
support is so important that an enumeration of the more influential 
of these is necessary to an adequate appreciation of its power to 
shape conduct. 

The first and most obvious of these conventions is the high 
measure of public esteem accorded the business man, the member 
of society who is the most prone to reduce his universe with all its 
contents, measurable and incommensurable, to pecuniary terms. 
In America until recently there has been no recognized aristocracy, 
no clergy with clearly defined traditions, no professional class of 
assured status, no group with the prestige which comes from 
established position. Since the first requisite of development 
seemed to be an industrial system, with its indispensable business 
complement, business men came into this strategic position unchal- 
lenged. In popular thought it was they who made possible the 
utilization of natural resources; they who gave productive invest- 
ment to savings; they in whose establishments labor found remu- 
nerative employment. The enterprises which they founded became 
the dispensers of blessings to the landowner, the merchant, the 
local newspaper, and the neighborhood church. It was through 
their new ventures that the community grew, amassed wealth and 
population, throbbed with industrial life, and assumed full-fledged 


individual who acts, and egocentricity makes interest his dominant motive, but he 
always acts within a situation which infuses the content into his activity. Bankers 
and physicians are alike impelled by self-interest, but their actions are governed by 
very different codes of professional ethics. Mediaeval guildsmen and modern union- 
ists alike respond to self-interest, but they act within very different institutional 
systems. Since the concern of this article is primarily with the content of group- 
activity, its stress necessarily falls upon institutions. 
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urban pretentiousness. In view of these services the opinions of 
the lord of trade found a ready hearing. If we are prone to laugh 
at him as an accredited critic of tobacco and soap in newspaper 
advertisements, our feelings are more serious when we remember 
that to the great majority of men he is competent to speak with 
equal authority upon affairs of state and the immortality of the 
soul. Small wonder that we regard him as capable of advising us 
in matters of social policy. 

A second convention favorable to the dominance of immediate 
pecuniary values is our habit of using the dollar as the measure of 
all worth and all attainment. In more stable communities the 
institutions which represent the various aspects of life group 
themselves in a varied and rich social organization. There the 
individual is appraised in terms of such standards as birth, religious 
belief, education, intelligence, political opinion, and personal 
morality, and the answers obtained are all used in giving him his 
place in the community. If he does not care to be an outcast he 
must conform to the dictates of these standards. But under indus- 
trialism it has been impossible to use at all adequately these rich 
standards of social rating. Throughout the greater part of Amer- 
ica two generations have witnessed the transition from an agricul- 
tural to an industrial system, and the newer life has been adequately 
organized only in its immediately industrial aspects. The tran- 
sition has everywhere been accompanied with a high degree of flux. 
In small villages the names of firms still change with kaleidoscopic 
quickness. On the investment market securities change hands even 
more rapidly. In the city propinquity is no breeder of neigh- 
borliness, and the roof of an apartment house does not make of 
its numerous occupants a community. Labor is “on the move,” 
ever ready to take “the main chance.” Amid the rapid whirl 
of industrialism one gets into the habit of considering relations 
but for the day. Here today, there tomorrow, the identification 
of individual with industrial establishment, with community, and 
with peculiar schemes of thinking and living has nothing in 
common save the blue sky above and the pecuniary income ahead. 
In view of the necessity of forming judgments within this chaotic 
society, it is inevitable that the dollar should become the arbiter 
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of values. It serves well this function because, to those who use it, 
it is far more than mere income. When new sections of the country 

were inviting settlement, when older ones were ready to welcome 

machine industry, when urban centers were springing up in the 

wilderness, and when new occupations were beckoning to youth, 

the income ahead typified great adventure; it epitomized in one 

lucid expression the promises and the fears of a lifetime. 

A third convention, intimately associated with the one just 
discussed, is the use of pecuniary display as a means of attaining 
personal distinction. In an impersonal society such as ours only 
the exceptional man, when disposing of his services, is asked about 
his ancestry, his political views, his moral scruples, or the funda- 
mental nature of his subjective cosmos. In supplying his wants 
one purchases the services of others in the form of impersonal 
goods, and from them he can ask no questions about the personal 
characteristics of their makers. One’s few intimate friends are 
drawn to him partly by similar tastes, partly by incomes of a size 
to allow them to enjoy the same opportunities and amusements. 
The transitory nature of acquaintance causes even one’s friends to 
fail to see many of the elements of his life which stand fully revealed 
in an established community. Of many aspects of his life for 
which he yearns for approval or shrinks from disapproval they 
can know only what he tells them. Friends, too, are few in number, 
far fewer than he would like as a personal audience. The individ- 
ual within him craves recognition even from the unknown crowds 
against which he jostles every day. As he goes to and fro upon the 
cars, as he frequents restaurants, as he haunts the theaters in search 
of vicarious companionship, he desires to be accounted the equal of 
any. ‘Tothis end he must use easily recognized marks of distinction. 
But the prestige of ancestry reveals itself in no peculiar facia] 
expression; kind hearts cannot be worn upon coat sleeves; erudi- 
tion is not always knit into the brow; and even the cloth is not an 
infallible index to inward piety. But pecuniary position can be 
donned with one’s clothes; it can exhibit itself in the outward form 
of one’s living; it can display itself in the brilliance of entertain- 
ment. Even if unattainable, it may perchance be feigned, which, if 
successful, is just as well. Pecuniary display thus serves to give 
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one the satisfaction which otherwise he would secure from favorable 
appraisals in terms of more personal standards. Small wonder that 
where industrialism is dominant one gets into the habit of regard- 
ing pecuniary income as the one sure way to personal distinction. 

A fourth convention, perhaps implicit in those which have been 
mentioned, is that of allowing processes of thought to be dominated 
by business habits. In the industrial environment the merchant 
cannot mix gossip with his sales; he has no leisure to discover the 
views of his employees upon the question of apostasy; he can- 
not appraise inefficient employees as “chips off the old block.” 
He comes into contact with many men; he engages in many 
transactions; he must find standards for business judgments. He 
must list and label many persons and values; it must be done 
with dispatch; it must be done accurately. He has a concern 
for his own business reputation, and he knows that at the bank 
and in Bradstreet’s he himself is rated in purely pecuniary terms. 
For his own ends the pecuniary calculus, similarly used, never 
fails him. In view of his habituation to it in business it is natural 
that he should extend its domain to cover the values of his social 
life. As issues are presented to him, as proposals of changes in 
social arrangements come and go, as values strive for the domi- 
nance of his mind, he must catalogue and appraise them. To that 
end pecuniary standards are tangible, intelligible, and lend them- 
selves to even the most elementary processes of thought. Its 
judgments belong to the here and now, not to the far-off half-real 
things which may or may not be. It fits the needs of a world 
whose primary concern must be with the immediate problem of 
making a living today. To use any other standard in measuring 
the would-be tendencies in social development would contradict 
the universe in which he leads his life. 


IV 


If the analysis has been correct, a response to immediate 
pecuniary interest has greater influence upon the conduct of 
individuals than a consciousness of their more ultimate interests as 
members of competing groups. ‘Thus the first part of the double 
task with which this argument is concerned has been fulfilled. 
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But its very truth seems to deny the possibility of establishing the 
second thesis, that out of these responses to individual interest, 
so diverse and so contradictory, a coherent social development 
leading to economic concentration has sprung. For evidently the 
totality of incomes is not without limit, and in furthering his own 
interests one might be expected to provoke opposition from others 
by encroaching upon their possibilities of pecuniary gain. Accord- 
ingly development might be expected to reveal chronic vacillation, 
arrested growth, and protracted anarchy. 

While it is useless to deny that to an extent this has been true, 
the opposition of conscious pecuniary interests has been more 
apparent than real. The antithesis is resolved by a consciousness 
of a real or apparent harmony between the immediate pecuniary 
interests of the several industrial groups. The source of this 
identity of interests is to be found partly in the stage of our develop- 
ment, partly in certain features peculiar to our social organization. 

Thus far the industrial life of this country has been character- 
ized by a vigorous exploitation of natural resources and by rapid 
expansion. The exploitative industries have made enormous 
gains. In their competition for the goods and services essential to 
their continued operation the managers of these industries have 
been forced to raise the prices paid for cost goods, thus increasing 
the incomes of members of other groups. Under expansion incre- 
ments of income are constantly accruing, and the very intricacy 
and delicacy of the price-system can be depended upon to dis- 
tribute these among various industrial groups with a more or less 
lavish hand. It may well be that a much larger share is appro- 
priated by members of the higher pecuniary groups than by those 
of the lower, but it is nevertheless true that the increased pros- 
perity of the purchaser of one’s services gives promise of an 
increase in their market value. 

An even larger measure of apparent identity has its source in 
the organization of the personnel of our industries in the form of a 
hierarchy. At its apex are the enterprisers, recipients of large 
incomes, endowed with comprehensive industrial powers, and, 
perhaps most important of all, possessed of unusual control over 
public opinion. Their vantage position has come with the great 
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transformation of life and values which we call the industrial 
revolution. The nature and scope of this will be made clear by a 
brief comparison of the older craft system and the newer machine 
process. 

The craft system tends to a diffusion of wealth and industrial 
initiative. It has its basis in the tool, whose cost is small and 
whose utility extends to an infinitude of tasks. Where it still 
dominates technique, as in agriculture and retail selling, produc- 
tive establishments are small, numerous, and widely scattered. 
The prevailing type of organization is the personal establishment or 
the partnership. Among those engaged in these industries there 
may be something of a common viewpoint, system of thought, and 














“scheme of ideals. Where these e: exist they are unconsciously held ~~~ 


“and owe their “strength, not to communication and organization, 














_but to the influence of similar ilar working conditions. ‘But the dis-~ 
organization attending the multitude of establishments prevents 
the rise of a clearly defined group-consciousness which finds ex- 
pression in a concerted program. Nor is there present the host 
of dependents who can be persuaded, at least for the moment, 
that their interests are identical with those of their employers. 
Lacking means for forcing their viewpoint and ideals upon their 
own and other groups, the men busied with the craft technique 
are in positions of small strategic importance. 

The modern industrial system, on the contrary, ‘tends to a 
concentration of wealth and industrial control. It has as its basis 
the machine, which is a complicated collection of parts, costing 
much in labor and accumulated wealth, and useful for a highly 
specialized task. ‘The specific character of its work makes neces- 
sary in a single establishment a large number of machines dif- 
ferentiated in function. The small contribution which can be 
allowed it for the work which it performs upon a single unit of prod- 
uct inhibits its use in any save large establishments. Accordingly 
plants using the new technique are likely to be of immense size, 
small in number and highly concentrated. Their corporate form 
of organization puts control of them in the hands of a small number 
of men. This, with the small number of really large establish- 
ments, gives rise to a group differing from others in wealth, in 
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industrial function, and in habits of life. The small number and 
the identity of function facilitate communication and lead to the 
informal rise of common habits of thought, industrial ideals, and 
methods of action. In time there arises among them a conscious 
sense of solidarity of interests. However much they compete with 
each other, they are alike opposed to legislation or informal action 
designed to increase the prices of cost goods. Likewise they are 
agreed as to the desirability of any proposal promising a further 
expansion of business. The ease of communication and the identity 
of interests permit these and similar beliefs and desires to find 
expression in a consistent program. A connection between the 
realization of this program and the dividends which they regularly 
expect is sufficient for its diffusion in the much larger circle of the 
owners of the industries. 

The vantage-point held by enterprisers is further emphasized 
by the unique position which the industries that they command 
occupy in the public mind. The concern of the American intel- 
lect is distributive rather than collective; particular rather than 
general. It thinks in terms of the single establishment which it 
sees rather than of the nation-wide industry which it can perceive 
only in the abstract. It attributes immense importance to manu- 
facturing because of the vast smokestacks, the massive piles of 
brick, and the hosts of laborers of the single establishment. It 
denies a like social importance to agriculture because it cannot 
escape the picture of two buildings upon a hundred acres, an 
assortment of small tools, and an antiquated use of horse-power. 
Its unfamiliarity with totals leads it habitually to see in every new 
establishment an increase in wealth rather than a mere diversion 
of capital from other lines of endeavor. So firm is the conviction 
that machine industries are all good that one finds no city insisting 
that its importance is to be measured by other things than the 
number of its factories and population. He detects no evidence 
of a civic pride which insists that problems are growing faster than 
they can be solved and that industrial expansion be halted until 
they be got in hand. On the contrary, convention is giving an 
even added importance to machine industry. The public, for 
instance, sees in the industrial plant the city possessed of its wide 
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variety; in the farm, the country with its dull monotony. Likewise 
it attributes the great increase in material wealth and the advance 
in the standard of living entirely to the machine process, oblivious 
alike to the contributions of the industries still using the tool and 
to the gifts of a benevolent nature. 

The strategic position of the managerial class makes easy the 
dissemination of their viewpoint and would-be policies. The very 
nature of the productive process which runs its interminable 
length from raw materials to finished goods furnishes many oppor- 
tunities for propaganda. Only a few of its many operations are 
performed in establishments making large use of machinery. It 
connects at many points with businesses in which the newer 
technique has only a nominal hold. These smaller concerns are 
under the necessity of disposing of their products and of securing 
profits regularly. In many cases they produce raw materials 
which the larger concerns use; in others they sell to laborers 
employed in the large establishments; in still others they turn 
out goods whose uses are complementary to those of the products 
of large businesses. With an eye to immediate profits they see a 
benefit to themselves in the advancement of the pecuniary interests 
of the larger establishments.‘ They are thus disposed to the 
favorable reception and advocacy of proposals promising immediate 
pecuniary returns to the larger concerns. 

A second connection favorable to the dissemination of such 
views is the existence of industries and professions subsidiary to 
technical production. In the development of the industrial 
system a number of such complementary businesses have grown 
up. Chief among them are the agencies of credit, such as banks, 
loan and mortgage associations, insurance companies, and the 
exchanges. Their common concern with finance unites them into 
a single compact group in which the larger establishments are 

‘It is surprising to note how complicated and far-reaching are the industrial 
relations leading to the dissemination of these views. As evidence note the protest 
of all sorts and conditions of men and women living in a city with large brewery 
interests against a state law prohibiting the manufacture of alcoholic beverages. Or 
note how successful the interests demanding protective duties have been in convin- 


cing the farmers of the West that they build up urban communities which buy their 
products in increasing quantities. 
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dominant, and which penetrates into every nook and corner of the 
industrial system. The larger establishments perform functions 
essential to large-scale industrial operations and derive their profits 
from that source. In many cases they are creatures of manufac- 
turing, mining, and transportation companies. Their connec- 
tions result in an identification of their interests with those of 
large industrial corporations. Their position in the financial 
system makes easy a dissemination of their opinions among 
the men in smaller establishments. Finally the intimate con- 
nections of the financial system with all kinds of businesses give 
opportunity for a general circulation of managerial theory and 
opinion. 

A kindred subsidiary interest is the legal profession. In the 
transformation which has come over it in the last half-century law 
has become an adjunct to business. Its practitioners have constant 
association with members of the managerial class, they are fre- 
quently called to managerial positions, the possibility of the most 
lucrative employment comes from that source, and the career of 
the lawyer of importance is spent in advancing business interests. 
As a complement to personal interest the nature of the system in 
terms of which the lawyer does his thinking makes him a ready, 
even if unconscious, agent of propaganda. For it is evident 
that the individualistic assumptions of the law, with their impli- 
cation of the substantial immutability of social arrangements, 
are strikingly in harmony with the managerial theory of the 
universe. 

The press constitutes a third vehicle for the dissemination of 
this theory. Both the magazine with its country-wide circulation 
and the newspaper whose influence is confined to a single city have 
fallen under corporate ownership. While the personal traditions 
of an earlier age have not entirely departed, the concern is organ- 
ized as a money-making venture, its stockholders cry aloud for 
dividends, and its policy tends to be regulated by business princi- 
ples. To this end it must have both advertising and subscriptions. 
But its revenue comes largely from the former, and the latter is of 
importance only as indicative of a circulation that can be made to 
appeal to the advertiser. In view of this the independence of the 
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editors has been giving way to a subordination to the business office." 
The latter has come to exercise a censorship both over news and 
over editorial expression. The first, taking the form of standards 
of taste as to what is to be published, becomes a matter of aesthetics 
rather than one of liberty of utterance. The restraints upon 
editorial utterance are more open, but even here the question is 
merely one of maintaining the traditional policy of the paper. 
Because of these changes a large part of the press has come to a 
willing, even if unconscious, instrument for the dissemination of 
fact and fiction favorable to the immediate pecuniary interests of 
the managerial class. All of these, bankers, brokers, lawyers, 
advertising managers, editors, and what nots, have intimate 
personal relations with responsible business men. These tend to 
a common viewpoint, common habits of thought, and a common 
theory of social welfare.” 


* The newspaper is so much a matter of everyday concern that we take it quite 
uncritically. For this reason it is hard to appreciate the nature and extent of the 
subordination of news and opinion to business exigency. In the control of discussion 
and the organization of opinion the editorial writer performs a function singularly like 
that of the college professor, though more immediate and perhaps more important. 
Accordingly it is pertinent to compare the measure of journalistic with that of aca- 
demic freedom. The editorial writer permits the complete effacement of his person- 
ality, even of hisidentity. He tolerates asa matter of the day’s work restrictions upon 
his utterances which not even the most designing of college presidents or the most 
stupid and bumptious of trustees would think of imposing upon the meekest of scab 
professors. 


? The very nature of his occupation makes the business man an absolutist. He 
forms judgments by reducing all his values to definite and final quantitative terms. 
He is exposed to a single environment and has no concrete material with which his 
specialized imagination can visualize another. He formulates his social theories 
(for whatever else he is, he is a confirmed theorist) by generalizing from the infin- 
itesimal fraction of the social cosmos which constitutes his immediate environment. 
His absolutism inhibits his accepting the theory that there can be theories other 
than his own. Accordingly the man who differs from him on matters of social import 
is either a villain or a fool—yes, worse, he is a mere theorist. Measured by the stand- 
ards of his profession the business man is usually quite honest in his opinions, but he 
has no understanding of schemes of thought which spring from environments other 
than his own. He has no comprehension of programs which proceed from assump- 
tions other than those of the money-making philosophy of life. For evidence upon 
these points one has only to read the organs of business opinion, for instance the 
Wall Street Journal or the Commercial and Financia! Chronicle, or exchange theories 
of the universe with the everyday man of affairs. 
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There remains, therefore, only the proletariat to oppose the 
viewpoint and conteract the propaganda of the managerial group. 
But, judged by its activity, it is rather an aggregation of groups than 
a single compact and homogeneous unit. Every laborer sees the 
physical impossibility of the same increment of income appearing 
both in dividends and in a pay envelope. He is capable of visual- 
izing a state of things wherein his position is improved. He 
believes that under present arrangements the capitalists have by 
far the better of it. He admits to himself the possibility of changes 
designed to improve his lot at the expense of the well-to-do. He is 
sure that his own economic salvation must be achieved by his 
own efforts, and that he cannot safely leave it to the chance of an 
increase in his employer’s business. He realizes alike the necessity 
of a closely knit organization for the attainment of his ends and 
an effective propaganda for drawing the middle class to his support. 

But these group interests have by no means complete control 
over his actions. They are matters of the long time, and he must 
live his life in the immediate future. They promise blessings to 
the group; he has an individual fortune to conserve. He may 
not live to reap the full benefits of the reforms which his radical 
activity may bring about. In their general distribution within 
the group his share may be a small one. A strike, in spite of 
seeming success, may cost him personally more than he gets out 
of it. As a part of a long-time program its failure may eventually 
prove a gain; to him, left unemployed, it may bring permanent 
disaster. A legislative program offers the group improved work 
conditions; its immediate effect may be so to disarrange business 
as to leave him without work. Particularly if he is getting along in 
years, if his skill is specialized, if he has become associated with a 
single job, his interests are more closely identified in his mind with 
those of his employer. He knows that radical changes may even- 
tually improve conditions, but he also knows that they are no 
respecters of established positions and incomes. He knows that 
he receives his wages directly from the establishment employing 
him. When he thinks of the perishable nature of the commodity 
he sells and of the irregularities of the market, he sees in the estab- 
lishment in which he works the cause of his being employed. Face 
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to face with an emergency it may appear as an instrument of 
Providence supplying him with a regular weekly income and the 
blessings which it confers. Thus the constraints of immediate 
position make the promises of reform uncertain and nebulous. 
What matters it what rewards radical reform brings to the group 
if its immediate effect is to snap the frail link that binds him to the 
economic system whence comes his support? His immediate 
personal interests clash with his interests as a member of a group 
and get all muddled up with those of the concern employing 
him.’ As a consequence his radicalism comes to supply him with 
speculative problems rather than with incentives to activity. It 
becomes an affair of his inner life, not a matter of vulgar outward 
display.? 


* This conflict of individual interests is a matter of consequence in many aspects 
of economic life. A single example of its importance will suffice. To fail to dis- 
tinguish between the theories and ideals of labor leaders, who are most conscious of 
the interests of members as constituting a group, and of the “rank and file,” who see 
far more clearly their own immediate personal interests, is to fail to understand 
union activity. Where there is honest leadership, the leaders have their eyes upon 
the less immediate future; the rank and file are most sensitive to immediate success. 
The former are capable of coherent programs leading through failure to eventual 
success. The latter demand definite results from every step taken. The former 
have succeeded in impressing their views sufficiently to secure a measure of 
group-action, but this is more likely to be action by separate locals and in separate 
establishments than by trades or over large territories. The organization of the 
American Federation of Labor bears evidence to the importance of group, as against 
class, activity—a principle which makes striking concessions to the immediate per- 
sonal interests of the members. In fact the principle is so strong that in terms of 
activity there is no American working class. The unionism which is most alive 
is that which Mr. Hoxie has called “business unionism.” It stands for the advance- 
ment of the pecuniary interests of the group and is closely akin to the group solidarity 
of business men. 

2To many the interests of individuals as consumers seem to offer the 
emergence of a radically different viewpoint and program. But the promise seems 
barren. First, there is no distinct class of consumers. The nearest approach is 
women as “spenders” of income in contradiction to men as ‘‘makers” of it. But this 
classification is more fanciful than real. Besides, the spenders are at present denied 
a real share in the formation of public opinion. Yet it is possible that, with the 
extension of the franchise to women and their consequent larger interest in the 
society around them, the consumption viewpoint will gain a larger hold on public 
opinion. Second, if income is insufficient, it seems far easier to mend matters by 
trying to increase its size than to get goods at cheaper prices. Effort directed toward 
the first gives one the full benefit of his exertion; toward the second, only a micro- 
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For reasons such as these the diverse responses to immediate 
pecuniary necessity by divergent groups find expression in a 
common public opinion and a concerted action. The promises of 
social innovations may be differently viewed by men in different 
walks of life, and yet these men may agree upon the expediency 
or inexpediency of adopting them. The judgment may be in 
favor of a proposal whose eventual consequences bid good to none 
of the groups in society; it may be against a proposal which 
promises general good. Proposals are not accepted or rejected 
upon a consideration of their nature and of the eventual promises 
which they offer. Their fate rests upon the effects of their adop- 
tion upon current pecuniary incomes. Those proposals become 








aspects of social policy whose realization in action promises to 








increase, or at Jeast _not to. a current Sesaileative Shares; 





_whose adoption threatens are dividends or or wages. 

The social policy which the price-system permits to be formu- 
\lated accordingly meets two requirements. The first is a demand 
\for a preservation against collective action seeking to change con- 
‘ventional arrangements, for a change in the fundamental conditions 
funder which industry is carried on is accompanied by radical dis- 
| turbance i in the structure of prices. These are manifest in financial 
! disorder, friction, scrapping of capital, unemployment of labor, and 
| other disadvantages pertinent to the temporary breakdown of the 
system. The second is an approval of a program of exploitation 
or expansion which gives promise of increases in pecuniary incomes. 
| In anticipation of these the members of all social groups regard 
| the disorganization incident to enlargement as a slight inconven- 
}ience. Thus the immediate interests of the groups unite in a 
| program favorable to the creation of new money-making oppor- 
tunities and opposed to changes in institutions. 

Such are the essential features of the policy which has found 
expression in our social development. It has aimed consciously 











scopic fraction of the general good which will accrue. For these reasons, even with a 
full participation in social affairs by women, it seems that efforts to effect important 
social changes by an organization of consumers will in the future, as in the past, 
prove superficial and sporadic. 
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at the elevation of no pecuniary group and at the subjection of 
none; it has had as its intent neither the concentration of wealth 
and economic power nor the dispossession of the proletariat. 
Economic groups have united merely to maintain those conven- 
tions and to favor those proposals which have promised to enlarge 
old opportunities for money-making and to open new sources of 
wealth. A continent possessed of boundless resources and a 
marvelous machine technique which could turn them into a golden 
stream of incomes have impelled a policy of reckless exploitation and 
feverish industrial expansion. In this mad rush most men have 
been reasonably successful in gaining wealth, and some have 
waxed fat beyond the wildest dreams of a less acquisitive age. But 
with these gettings many things have come, uninvited, unwilled— 
mere incidents to the more conscious process of drawing dividends 
and opening pay envelopes. Among these have been the rise of 
large-scale industry, the correlation of industries into an articu- 
late system, and the subordination of all this to the pecuniary 
order. These together have arranged industrial functions in a 
scheme graduated according to their several importances, and 
have opened opportunities for those that have wealth and power 
to have yet more abundantly. Its complement has been a stripping 
of the great mass of men of economic initiative and power and 
a reduction of them to a propertyless host of industrial and clerical 
laborers. You may call this failure of the enfranchised many to 
make democracy an economic fact unconscious or conscious as 
you will. It has been unconscious in that concentration and dis- 
possession have been the intent of no social group. It has been 
conscious in that they have been inseparable incidents to a social 
policy which has sought as its first obiect the maintenance of the 
immediate and mutual pecuniary interests of the several groups 
which make up industrial society. 


V 


To summarize, however briefly, the argument which runs its 
tedious length through the foregoing pages would prove an addi- 
tional weariness to the flesh. Its outlines are by this time obvi- 


ously, even painfully, familiar. Yet a conclusion must wait upon 
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a passing mention of some of the more interesting byways which 
lead off from the thoroughfare which has been followed. The 
more inviting of these will be set down in order. 

First, if the foregoing argument is sound, neither our general 
development nor the specific aspects of it has involved either con- 
scious group-activity in its own less immediate interest or a clear- 
cut struggle between groups. On the contrary it has repeatedly 
happened that the issue has been between a more immediate and a 
less immediate view of individual and group needs. Changes in in- 
stitutions, in working conditions, in habits of living, have been pro- 
nounced desirable by men of all groups; yet the poor as well as the 
rich have shrunk from the immediate penalty incident to adoption. 
For this reason the fact of class or group deserves less attention 
than it has received in the discussion of economic problems, and 
the institution known as the price-system deserves to be accorded 
a place in the theory of economic motivation. Needless to say, 
this leads to a theory of economic conduct whose final term is 
neither the self-will nor the self-interest of the individual." 

Second, the price-system plays a conservative réle in social 
development. It is true, as has been so ably argued,” that men do 
not renounce radical programs because of any conscious fear that 
their realization will bring economic disorganization and social 


? The classical theory of economic conduct has as its basis the concept of “the 
economic man.” It is no exaggeration to say that this concept has been partially 
responsible for the disrepute into which classical doctrine has fallen among laymen. 
Yet the essential idea in the concept, the disposition of the business man, in view of 
the conventions and institutions about him, to act in accordance with his pecuniary 
interests, is sound. The classicists failed of exact analysis in assuming personal 
pecuniary interests to be simple and evident things and in failing to note that they 
are bundles of conflicting values. But their fundamental error was in formal state- 
ment. Because of their acceptance of the individualistic-naturalistic common- 
sense thought of the times, they attributed to human nature motivating impulses 
which spring in reality from the social system. Modern economists, however loudly 
they may exclaim against the concept, agree with its principal implication. It is 
peculiar that in several instances their conviction has found expression rather in an 
attempt to bolster up the human nature of the economic man than to associate the 
content of activity with the exigencies of life in a society organized upon a pecuniary 
basis. For an interesting rehabilitation of the economic man see Henry R. Seager, 
Principles of Economics, pp. 51-52. 


?Henry Clay. See the argument in the footnote on p. 36. 
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chaos. Yet, if we were possessed of the eighteenth-century belief 
in the moral efficacy of man’s instincts, we might argue that 
intuitively men obey just this restraint. Each is conseryative 
in_action lest radical changes sweep away his income. But one’s 
“income is but an aspect of the price-system, and its disappearance 
a mere incident of a more or less general disintegration of the 
price-structure. Hence the instinct which leads one to protect 
his income really functions to the preservation of the price-system 
against radical changes bringing with them general economic de- 
moralization. On this basis one who believes in the system as 
ordained can easily see in the scheme of articulated prices a 
safety device, an institution whose function is the preservation 
of industrialism by protecting it against innovation. Certainly 
we may concur by admitting that the price-system imposes 
restraint upon innovation and thus gives continuity to industrial 
development. 

Third, the price-system causes the less immediate to wait upon 
the more immediate value. There was a time when social philoso- 
phers insisted that the world had been so contrived that the 
interests of all were best served by allowing each to pursue his own 
personal advantage.t Translating this into their own thought, 
economists found social interests inseparably associated with the 
right of each individual to be guided by his own immediate pe- 
cuniary interest.?, Since we can no longer accept the assumptions 
underlying this confession of economic faith, our conclusion upon 
the question of the morality of a development secured in this way 
must take the form of an alternative. So far as the long-run 
interests of society are in harmony with the immediate pecuniary 
interests of social groups, they are well looked after. So far as 
they are contradictory to these immediate values, they are sacri- 








* For excellent statement of this theory see William Blackstone, Commentaries 
on the Law of England, Book I, sec. 2, and Piercy Ravenstone, A Few Doubts about the 
Correctness of Some Opinions Generally Entertained on the Subjects of Population and 
Political Economy, pp. 2-3. 

?In this connection see the well-known discussion of the relation of natural 
theology to political economy in Richard Whately, Introductory Lectures in Political 
Economy, pp. 99-117. 
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ficed.* However these future values may be separated into the 
two divisions, the prevailing industrial order forces us to sub- 
ordinate a conscious consideration of welfare to a consideration of 
wealth. It forbids wealth attending upon the behests of welfare.? 

Fourthly the price-system has denied to us a consciously 
formulated theory of social development. Collectively we do not 
take conscious thought for the morrow. We do not draw up 
schemes of what the society of after-while is to be like, devise 
ways and means for making it measure up to these ideals, and set 
about the attainment of our ends by an application of them to 
the society of here and now. On the contrary, we allow the non- 
industrial aspects of life, the rich and varied culture which it 
contains, and even the larger aspects of our social arrangements to 
develop within the limits permitted by a continued response of 
economic groups to their immediate interests. For good or for 


In speaking of the England of the new productive system made possible by the 
machine technique Macaulay once remarked: ‘Nowhere does man exercise such do- 
minion over matter.” In discussing the social England created by the new technique, 
a recent book on English industrial history transposes Macaulay’s words to read: 
“Nowhere does matter exercise dominion over man.” See J. L. Hammond and 
Barbara Hammond, The Town Laborer, pp. 17-18. 5 

2 We have been told often enough to know that there are no real antitheses in 
life. Yet at this point the temptation is strong to contrast mediaeval and modern 
social policy. In the ideal of the former, however imperfectly it may have been real- 
ized in practice, the principle was clearly established that wealth must wait upon wel- 
fare. To that end welfare was defined, the means to its realization were determined, 
and wealth-getting had to accommodate itself to these. In terms of this theory the 
prohibition of usury, the social position of the trader, and the regulation of industry 
and commerce by church, municipality, and gild are to be explained. In modern 
society we neither define welfare nor determine means to it as an end. Quite con- 
sciously we allow it to accommodate itself to the exigencies of wealth-getting. We 
go so far as to allow the character and numbers of our people and their resolution 
into groups to be determined by the chase of dollars, despite the fact that the welfare 
of these groups is considered by most of us more ultimate than wealth-getting. It 
is of note that in determining social policy the mediaeval world attached great impor- 
tance to the opinions of those whose concern was general and social, little to those 
whose concern was industrial and personal. We reverse the process. The men whose 
opinions counted in the Middle Ages were churchmen and scholars. Now the opinion 
of the business man, whose concern is particular and who knows only a tiny segment of 
social life, counts for everything. Small attention is given to the opinions of clergy- 
men—even less to those of college professors, even to those whose specialty is the 
study of mankind in his economic and social relations. 
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bad we make the development of culture a mere by-product of 
money-making. 

At this point the argument must rest. Its function is exposi- 
tory, not didactic; positive, not ethical. As such it has been 
discharged. It may be that the dominance of the price-system 
has blinded us alike to the future and to larger current interests, 
and has prevented the establishment of an economic and social 
order far superior to the one under which we live. It may be, on 
the contrary, that it has kept us from dissipating our resources in 
social experimentation and has established a system as good as we 
could expect under the circumstances. It may be that, had we 
but been free from its immediate pressure, we might have diffused 
economic as well as political power. Or it may be that industrial 
democracy was attainable only at the expense of general well-being. 
These raise interesting and important questions, but they are of 
ethical and prophetic import, and of them the tangles of the price- 


system tell nothing. 
WALTON H. HAMILTON 
AMHERST COLLEGE 




















THE FUNCTION AND PROBLEMS OF ECONOMIC 
THEORY 


I 
INTRODUCTION 


The conception of economics as a purely “‘descriptive’’ science 
rests upon a misconception of the history of economic theory. 

The discussion now current among economists over the immedi- 
acy of the relation of economics to social reform has been precipi- 
tated by the fact that while the marginal variants of orthodox 
theory have been subjected to more and more searching criticism 
of late years, definite attempts have at the same time been made in 
this country and in England to reconstruct economic theory upon a 
wholly different set of basic assumptions than the ones which 
underlie the classical doctrines. It is natural, therefore, that the 
difference of opinion upon the function of economic science, which is 
a by-product of this movement away from orthodox theory, should 
be extremely wide. 

It is limited on one side by such writers as J. B. Clark, who con- 
siders the business of political economy to be the examination of 
facts, the exposition of movements and tendencies, and the formula- 
tion of laws.? At the other extreme stand men like Hobson, whose 
work constitutes an attempt “to reduce the ‘social reform’ move- 
ment to a definite theoretical statement.’* Between these two 
extremes there is a great variety of opinions. For example, Daven- 
port states definitely that the economist must stick close to the facts, 
sedulously avoiding any expression of moral approbation or con- 
demnation, and he adheres to this definition of the business of 
economics through the bulk of his Economics of Enterprise. But 
the violence of the castigation which he lets loose upon the 
existing order of economic arrangements in his final chapter 
suggests that he has withheld his criticism throughout the book 
only to store up ammunition for an annihilating barrage fire at the 

1 J. B. Clark, Essentials of Economic Theory, Preface. 


2 W. H. Hamilton, “Economic Theory and ‘Social Reform,’” Journal of Political 
Economy, XXIII, 563. 
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end.‘ Another interesting illustration is the view of Thorstein 
Veblen, who has a way of announcing in occasional footnotes (doubt- 
less with his tongue in his cheek) that he is engaged only in describ- 
ing economic phenomena as accurately as may be, and that if the 
categories which he is forced to use “carry an undertone of depre- 
ciation as used in the speech of everyday life,” it is only an unfortu- 
nate accident. Those categories, he insists, with the utmost possible 
sarcasm, are employed only “for want of better terms that will 
adequately describe the same range of motives and of phenomena,” 
and “are not to be taken in an odious sense.””? 

It is not the purpose of this paper, however, to appraise the 
arguments of such disputants as those whose opinions have just 
been cited. In the heat of the controversy over the function of the 
science of political economy the exponents of the “descriptive” 
theory of economics quite commonly refer to the past history of 
the science as though it constituted a complete justification for their 
insistence and a complete proof of all their arguments. They feel 
that the political economy of the century following the publication 
of the Wealth of Nations “sought to obtain laws which fixed the 
‘natural’ prices of goods and those which in a like way governed the 
natural wages of labor and the interest on capital.” It was, accord- 
ing to this view, a pure science. As the standard-bearers of the pure 
science of economics, therefore, they naturally feel that their argu- 
ments are peculiarly sound as against those of the men who are 
so patently innovators and iconoclasts. The crux of the whole con- 
troversy seems, therefore, to be this common belief of the orthodox 
theorist that his position has the special sanction of history. But 
this common-sense interpretation of the part played by economic 
science in the past has little more oi validity about it than 
most of our accepted beliefs. At all events I shall attempt to 
outline in this paper another theory of the history of political 
economy than the one generally held, and I shall try to show that 
seen in the light of this theory the recent developments in econom- 
ics indicate that the science is returning to its proper and normal 
function rather than departing from it. 

* Davenport, Economics of Enterprise, pp. 29, 30, and the final chapter. 

2 Veblen, Theory of the Leisure Class, p. 97 (footnote on ‘“‘ Waste’’). 

3 J. B. Clark, op. cit., Preface, p. v. 
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Obviously it would be absurd to attempt to “prove” anything 
in so short a paper about so vast a subject as the history of a science 
—particularly if the historical study is pursued, not as an end in 
itself, but for the light which it will throw on the function and the 
problems of the science. The interpretation of the history of 
economic theory which I desire to suggest here could not by any 
stretch of the imagination be regarded as established until all the 
available literature of the subject had been rehearsed. Further- 
more, this is a theory that economic thought proceeds through the 
successive phases of a cycle which may reasonably be expected to 
repeat itself, though but one such cycle is followed through by 
way of illustration. Therefore one could hardly suppose the 
theory to be very thoroughly demonstrated until it has been verified 
by future developments. 

Instead of marshaling the historical data and making a great 
show of deducing the interpretation from them by some inexorable 
logic, I shall simply describe in general terms the different phases 
through which economic theory appears to me to pass, leaving 
the reader to verify or refute the theory by use of the historical 
facts at his command. For the sake of clarity, however, I shall 
attempt to illustrate each successive phase with a few selected 
references to some of the more interesting features of the develop- 
ment of economic theory through the last century and a half. So 
far as is possible these illustrations will be drawn from what appears 
to be the main current of economic thought. Some of the tribu- 
taries to that main current—such as those of St. Simon, Sismondi, 
and Marx—are of great interest and considerable importance in 
relation to this view of the history of political economy. Yet it 
has seemed wiser to avoid all complications for the sake of the 
clearest possible exposition as well as for the sake of brevity. 


II 


Economic theory moves through a cycle of criticism, reconstruction, 
approbation, and renewed criticism of the institutional order. 

There are several peculiarities of the history of economic thought 
in the nineteenth century which suggest that it is the nature of 
economic theory to be alternately revolutionary and reactionary— 
now bitterly criticizing and now placidly accepting the existing 
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organization of society. This process can be described best as a 
great cycle involving four phases—criticism, reconstruction, appro- 
bation, and renewed criticism. We appear just now to be nearing 
the completion of such a cycle. 

A social crisis arises as a result of the long continuance of 
institutions which do obvious violence to justice and equality. 
But those institutions have behind them two powerful forces— 
traditional economic doctrine and vested pecuniary interests; 
and therefore they cannot be overturned until a theory of social 
reform has been promulgated in sufficiently complete and logical 
form to expose the fallacies and the sinister backing of the offending 
social organization and to offer an alternative in which the specific 
wrongs will be righted." 

But in order to achieve such a victory the economist must 
perforce construct a logical edifice of the most enduring sort, founded 
upon the rock of ages. During the period of readjustment follow- 
ing the consummation of the given reforms, therefore, two perfectly 
inevitable things occur. The very perfection of the logical instru- 
ments which were devised for the overturning of the old order 
causes them to be preserved for themselves, as though they had a 
certain inherent value, or as though their success in one battle 
insured their eternal invincibility. One school succeeds another; 
pitched battles rage between the left wing and the right over 
infinitesimal differences in the interpretation of the terminology, 
while the main body of doctrine is laid away for permanent preserva- 
tion in the safety-deposit vault of an undeclared assumption. 

And while all this is going on in the field of theory, sinister 
forces which have but recently been expelled from one sinecure are 
readjusting themselves to their new institutional environment. 
Probably no one supposes today that it is humanly possible to 
construct a social order in which there will be no flaw. The social 
reform which deals effectively with one institutional defect can 
hardly avoid leaving others. A Standard Oil magnate who died 
recently is reputed to have defied the country to devise anti- 
monopolistic legislation faster than the great trusts can find other 


*Cf. Hamilton’s “The Price-System and Social Policy’’ in this issue of this 
Journal. 
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ways of exercising the same monopolistic powers. It is inevitable, 
therefore, that under the new order of things which ensues after a 
period of social reform great financial forces will grow up which owe 
their then form and size to the reorganized social system, and will 
hence be ready to fight for its perpetuation. Thus in the natural 
course of events economic theory becomes aligned with ‘‘those 
who live by profit.” 

At the same time, however, economic doctrine is by no means 
wholly divorced from the actual problems of the industrial world. 
During the entire period of acquiescence which succeeds the 
formulation—for purposes of fundamental reform—of a polemical 
doctrine there still remains the task of extending the reform move- 
ment to every cranny of the vast social edifice. Thus, while the 
development of economic doctrines is almost wholly confined to 
the super-refining of a body of principles which is for the most part 
already given, the reforms which called forth the main outlines of the 
economic theory are carried on by the economists with undiminished 
zeal. But as the sinister forces against which the original attack 
was directed shift their front to accommodate themselves to the 
new social technique, the continuance of the same old instruments 
becomes less and less relevant. The weapon which drove vested 
interest out of its fortifications into a new type of intrenchment is a 
less and less effective instrument of social reform as the change in 
the technique of defense becomes more and more complete. 

Economists are never wholly unaware of the obsolescence of 
their methods; but for a considerable period they meet the novel 
and unorthodox defense of their enemies, the foes to social justice, 
with unorganized attacks. While continuing to exert the strongest 
possible pressure upon what they still conceive to be the enemy’s 
principal position—those institutions which were the subjects of the 
original attack—they send out an informal skirmishing line to 
harass his new operations. Thus, as it becomes apparent that 
protected privilege has not disappeared in spite of social reform, 
the economist, while holding to the body of doctrine which was a 
by-product of one frontal attack upon vested interests, naturally 
begins to throw out suggestions of possible ways of meeting the 
new difficulties without another cataclysmic change involving the 
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formulation of a new doctrine—suggestions for readjustments that 
will be external to the economy of his creed. And as the need for 
further reform becomes more and more acute, and the doctrine of 
the old reform movement becomes more and more obsolete, the 
number and importance of the economist’s excursions outside the 
orderly region of his inherited economy become more frequent 
and of greater relative importance, until finally the economics 
“extra cathedra’’ becomes by force of social circumstances more 
vital than the doctrine ‘‘ex cathedra”’ and finds systematic expres- 
sion as the theoretical background of a new movement of basic social 
reform. 


III 


The “laissez faire” theory was first formulated as an instrument 
of criticism and reconstruction of mercantilism. 

That the foregoing analysis is correct so far as the development 
of orthodox political economy out of the speculative portions of the 
Wealth of Nations is concerned there can be no doubt. While 
the subordinate articles of economic doctrine have varied widely 
during the course of the century, still the very extraordinary con- 
tinuity of basic dogma is a matter of common observation and 
acceptance. It is interesting to note, however, that all the phe- 
nomena of the early development of the “principles of political 
economy” point, not only to the continuity of economic thought 
from Smith to the neo-classicists, but also to the truth of the theory 
that those “‘principles’’ were derived from arguments which were 
only a means to an end with Adam Smith, and that they were 
propounded, organized, and welded into a ‘‘system”’ by men who 
inherited Smith’s instruments, but not. for the most part, his 
problems. 

The common misconception, according to which political 
economy was thought to be the orderly development of a set of 
“principles’’ into a purely “descriptive’’ science, originated in the 
peculiar logical device which was a decisive factor in routing the 
argumentative forces of mercantilism—or rather of the dynastic 
conception of society of which mercantilism was the economic 
expression. The “natural order” first came into general use as a 
weapon of offense and defense against the “divine prerogative”’ 
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in the struggle of parliament with the Stuarts. It is very conven- 
ient indeed, as the rebellious American colonists discovered in their 
turn, to be able to base one’s claims for a redisposition of rights and 
privileges upon something which gives a greater impression of ulti- 
mate authority than individual opinion. It was perfectly natural, 
therefore, in view of the greater vogue of the “‘natural order”’ as the 
basis of the new political faith of the times, that the same sanction 
should be applied to new economic ideals. The system and the 
doctrine of trade regulations which formed the framework of 
mercantilism being essentially dynamic in effect and in purpose, 
it was quite natural that the revolt to freedom of economic inter- 
course and to the exaltation of agriculture over manufacturing 
should adopt the technique of the political struggle. Thus in the 
writings of the physiocrats we find the chief weapon of rebellious 
republicans used to maintain an economic doctrine which included 
among other things ‘“‘que l’autorité souveraine soit unique et 
supérieure 4 tous les individus de la société,” and ‘que la propriété 
des bien-fonds et des richesses mobiliéres soit assurée 4 ceux qui en 
sont les possesseures légitimes.’’* 

This paradox in the use of the “natural order’’ in political and 
economic thinking was rendered relatively harmless by the fact that 
the physiocrats and Adam Smith took particular pains to avoid 
explicitly political controversy. Their work as economists was to 
combat, not dynasties, but trade regulations, and they were there- 
fore content to define the economic system which pursuit of the 
“natural order’? would prescribe to a sovereign without defining 
sovereignty itself.2_ This enabled them to use the same watchwords 
of liberty, equality, and justice as the basis of their economic pro- 
posals as were commonly employed in the struggle for popular 
forms of government. 

That they recognized the polemic nature of their work can 
hardly be doubted in the face of their own explicit statements to that 
effect. Adam Smith has been regarded for so long as the first of an 
academic succession that his more vital relations to his predecessors 
and contemporaries’ are frequently overlooked; but he was keenly 
™Quesnay, Maximes, I, II. 

2 Adam Smith, Wealth of Nations, Book IV, chap. ix. 
3 Ibid., Book IV, Introduction. 
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enough aware of them himself. His whole political economy can 
be regarded as an elaborate theoretical defense of a group of pro- 
posals the intent of which was to break down vested interest and so 
to bring about the greater welfare of the community as a whole. 
His attack upon mercantilism was an attack upon predatory 
wealth intrenched behind government grants and regulations. He 
said: 

It cannot be very difficult to determine who have been the contrivers of this 
whole mercantile system; not the consumers, we may believe, whose inter- 
est has been entirely neglected; but the producers, whose interest has been 
so carefully attended to; and among this latter class our merchants and manu- 
facturers have been by far the principal architects. In the mercantile regula- 
tions . . . . the interest of our manufacturers has been most peculiarly 
attended to; and the interest, not so much of the consumers, as that of some 
other sets of producers, has been sacrificed to it." 


The so-called internationalism of Adam Smith was a strategic 
part of the same attack upon the bloated plutocracy of his day. 
Smith hurled the thunderbolts of laissez faire against the narrow 
nationalism of colonial exploitation and international trade rivalry, 
not because there is anything inherently more idealistic in freedom 
of intercourse between nations or in local self-government, but 
because the concrete expression of the nationalism of the times 
was the well-nigh universal practice of sacrificing the public to a 
small group of favored merchants and manufacturers.? Restraints 
were put upon the importation of all foreign commodities, and 
bounties upon the exportation of certain products, artisans were 
prevented from moving to customer countries, colonial markets 
were created by the rigid exclusion of foreign-made goods—all in the 


t Adam Smith, Wealth of Nations, Book IV, end of chap. viii. 


2Tt is a well-known fact that mercantile doctrines were formulated for the most 
part by successful merchants. This fact need not necessarily be interpreted as impugn- 
ing the sincerity of the mercantilist writers. On the contrary, it is to be understood 
as explaining why those writers were able to expound economic doctrines which, judged 
in the light of modern standards of welfare and by unprejudiced minds, are so patently 
fallacious. The shining example of this sort of thing is Sir Josiah Child, the author of 
the Discourse upon Trade. Sir Josiah was able to control the East India Company and 
to divert an income of hitherto unheard-of proportions to his own pocket by the 
judicious corruption of court, commons, and electorate. For a description of his 
methods see Macaulay’s History of England, chap. xviii. 
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interest of the favored producers’ and to the ‘‘almost constant 
detriment of both the native and the colonial consumer.? 

But no fight against economic inequality and injustice can 
succeed except in so far as a feasible substitute can be offered 
for the existing order. It is to be expected, therefore, as a matter 
of good logic, that any proposed social reform will meet with 
general acceptance only after it has been clearly demonstrated that 
the new system will be proof against the corruption which has 
disintegrated the old. Adam Smith was well aware of this; he 
saw that an assault upon mercantilist practices could be successful 
only if it included an attack on the economic theory which, in effect, 
justified those practices. This meant that he must formulate an 
economic doctrine to which mercantilist practices would be repug- 
nant. The self-evident fact that the evils which he was interested 
in combating were immediately due to governmental interference 
(instigated by the “‘special interests’) in industrial affairs gave him 
his clue; the ethical theories which had formed the background 
of his thinking during his entire mature life showed him how to 
follow out that clue. The result was the economics of the “natural 
order,” laissez faire, and the “‘ guiding hand.” 

This phase of Smith’s work has been the subject of such uni- 
versal discussion that it has almost come to be taboo; but it is 
necessary to speak of it long enough to point out, first, that the doc- 
trines of value, rent, and wages derive their significance entirely 
from the fact that they are a part of the theoretical justification of 
the attack upon the existing governmental regulations of trade 

*See William Cunningham, Growth of English Industry, Part III, chap. xi. Of 
course, the extent to which governmental interference in industrial affairs is prompted 
by the “‘special interests”’ is always a matter of general speculation about which little 
evidence can be gathered; but the more intelligent business men usually have some 
inkling of what is going on, and Adam Smith had many acquaintances among this 
class. Then, as now, facts which can be cited without fear of the charge of libel were 
brought to light only when special investigation followed some particularly notorious 
affair—such, for instance, as the investigation of the South Sea Company. This 
investigation brought to light the fact that 122 lords and 462 commoners had profited 
to the extent of several millions of pounds out of the nefarious activities of the South 


Sea Company. For an account of this investigation see W. R. Scott, Joint Stock 
Companies to 1720, III, 331-46. 


? Adam Smith, op. cit., Book IV, chap. viii. 
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and industry; and, secondly, that since Smith’s main argument 
was concentrated upon the destruction of certain specific abuses 
in the economic organization of his own time, it is absurd to 
attribute an infinite efficacy for the solution of all subsequent 
problems of freedom and regulation either to his doctrines them- 
selves or to his own opinion of them. That is, as regards the first 
point, one must bear in mind constantly the fact that Smith was 
not reasoning in a vacuum; that he intended all through the first 
book, for instance, to come out at the end with the conclusion that 
the interests of his opponents, “those who live by profit,” are 
“never exactly the same with that of the public,” since their profits 
are “low in rich and high in poor countries,”’ and that they of all men 
know their own interests and are constantly seeking to obtain 
governmental advantages in the pursuit of them.‘ And, in the 
second place, Smith made no pretense of dictating the form of all 
future industry and commerce. He proposed the abolition of a 
specific set of economic obstructions on the theoretical grounds that 
the economic order is an automatic machine which needs no regula- 
tion; yet he also specifically recognized the beneficence of several 
types of governmental regulation of industrial affairs.? His 
theories of laissez faire, therefore, have no necessary reference to 
any other problems than those with which he was dealing. 


IV 


The success of the economics of “laissez faire’’ led to the elabora- 
tion and perpetuation of the theory for its own sake. 

Bentham’s Manual of Political Economy was an early instance 
of the attempt to draw together the theoretical phases of Smith’s 
attack on mercantilism into a formal “science”? of economics. 
The attempt to reduce Smith’s principles to a state of absolute 
logical finality received a good start from Bentham’s insistence 
that economic theory should not recognize the regulation of even the 
maximum rate of interests At the same time Bentham was 
engaged in working out an ethical system which was practically a 

* Adam Smith, op. cit., Book I, chap. ii. 

2 See, for instance, his remarks on the fixing of a legal rate of interest in Book II, 
chap. iv. 


3 Bentham, Defense of Usury; see letter xiii. 
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transfusion of Smith’s arguments into a theory of the moral organi- 
zation of society." 

That the functional significance of Adam Smith’s work was being 
forgotten at the same time that some of the theories of his devising 
were being perpetuated and perfected is clearly indicated by the 
changed attitude of economists toward their work. Malthus made 
it the “first business’’ of the social philosopher ‘‘to account for 
things as they are; and until our theories will do this,” he said, 
“they ought not to be the ground of any practical conclusion.’ 
This does not amount to a complete denial of the practical function 
of economic theory; but it does relegate the work of social recon- 
struction, which with Smith was anterior to the formulation of 
theory, to a place subordinate and posterior to the discovery of the 
“laws which regulate the movements of society.”’ So far as 
doctrine is concerned Ricardo “‘is essentially of the school of Smith, 
whose doctrines he in the main accepts, whilst he seeks to develop 
them, and to correct them in certain particulars’’;4 yet he not only 
considered it the ‘principal problem in political economy . . . . to 
determine the laws which regulate this distribution (rent, profit, 
and wages),’’ but even deviated from Smith’s conception of the 
function of the economist so far as to maintain that if his principles 
should be found correct ‘‘it will be for others, more able than 
himself, to trace them to all their important consequences.”’s 
Senior took the final step. While endeavoring to resolve his 
science to a geometry of four axioms, “‘the first a matter of con- 
sciousness, the three others matters of observation . . . . scarcely 
requiring proof or even formal statement,’” he specifically excluded 
all problems of welfare and of social reform from the economist’s 
sphere of influence. ‘All these are questions of great interest and 
difficulty, but no more form part of the science of political economy, 
in the sense in which we use that term, than navigation forms part 
of the science of astronomy.’” 


* See Lettres d’A. Compte a J. S. Mill, p. 4. Also Benedetto Croce, Philosophy 
of the Practical, English trans., Part II, chap. vii. 
2 Malthus, Principles of Political Economy, p. 8. 3 Ibid., p. 10. 
4 Ingram, History of Political Economy, p. 122. 
5 Ricardo, Principles of Political Economy, preface to the first edition. 
6 Senior, Political Economy (6th ed.), pp. 3, 26. 7 Ibid., p. 2. 
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John Stuart Mill wrote his major contribution to the subject 
with the avowed intention of following what he conceived to be the 
lead of Adam Smith; but although his conception of Smith’s work 
as the “philosophy of society” was a specific recognition of phases 
of Smith which had been more or less lost sight of, Mill did not 
apprehend the purely occasional and directive nature of Smith’s 
theoretical achievements.t Furthermore, Mill’s recognition of 
social phenomena and problems which had escaped the direct atten- 
tion of earlier writers was recorded as a series of ‘extra cathedra”’ 
addenda to his formulation of orthodox economic doctrine, as will be 
noted in a later paragraph. Consequently his book has been quite 
generally received as “an admirably lucid and even elegant exposi- 
tion of Ricardian economics . . . . but, notwithstanding the intro- 
duction of many minor novelties, it is, in its scientific substance, 
little or nothing more.’ Mill’s extraneous qualifications of eco- 
nomic dogma did not prevent him from carrying on the accumu- 
lating tradition of economics as the science of value, rent, wages, 
interest, and profits.’ 

Furthermore, in spite of intense controversy over moot points 
in value theory, one may safely say that modern orthodox economics 
does not differ materially from that of J. S. Mill. The rise and 
growth of the various “‘schools’’ which have attempted to give 
some special terminological form to the economics of free competi- 
tion is so familiar to everyone that it needs only to be mentioned. 
It is very well recognized that the violent disputes between the 
exponents of the various types of logical, geometrical, and algebraic 
marginal analysis are dealing only with the technique of economic 
doctrine, and that the very intensity with which the terminological 
controversy is carried on is the surest indication of the fundamental 
agreement of all the schools in the major assumptions of classical 
economics.‘ 


tJ. S. Mill, Principles of Political Economy, Preface. 
2 Ingram, op. cit., p. 149. 
3 Ibid., p. 148, note on Laughlin’s abridgment of Mill. 


4 Veblen calls the whole marginal method of analysis a “‘taxonomy” that accepts 
the “‘pre-Darwinian” assumptions of classical theory. See Veblen’s article, “‘Pro- 
fessor Clark’s Economics,” Quarterly Journal of Economics, XXII, 158. 
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V 
The mercantile interests gradually came to support “laissez faire.” 


Before turning back to note the particulars in which the econo- 
mists of the nineteenth century, on one hand, carried through to a 
logical conclusion the social-reform movement begun by Adam 
Smith, and, on the other hand, threw out occasional informal sug- 
gestions relative to new social problems which strict logic excluded 
from their systems, it is important to note how the objects of 
Smith’s polemics fared under the new system of natural liberty. 
The readjustment of “business” to the new conditions created by 
the breaking down of the protecting regulations which had been 
thrown about the favored industries was complicated by two fea- 
tures of the industrial development of the period which are nearly 
unique in history. In the first place, Adam Smith wrote, as every- 
one knows, just at the beginning of the introduction of the tech- 
nique of machinery driven by steam-power. Secondly, the 
preliminary eras of discovery and the founding of North American 
colonial enterprises under conditions of great hardship and little 
profit were just giving way to a period during which the North 
American colonies—thirteen of them enjoying a hard-won political 
independence—were beginning to expand in territory and popula- 
tion at a rate that was simply prodigious. This combination of 
circumstances produced the well-known phenomenon of the rapid 
rise of modern machine industry. In a period of tremendous 
commercial and territorial expansion—when great capital funds 
are accumulated, all of which naturally belong to someone—many 
poor men must necessarily become rich, some because of great 
native genius for seizing upon the opportunities, many by sheer 
force of circumstances. In such a period, therefore, the voice of 
the self-made man is continually heard loudly praising his creator 
and naturally enough the conditions under which his genius received 
such golden recognition. 

The philosophy of Poor Richard’s Almanac, therefore, is not a 
servile reiteration of the doctrines of the laissez-faire economists. 
It is rather the voice of successful “business” pronouncing its 
benediction upon the conditions of its success. But the condition 
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which most readily occurs to the business man as the determinant of 
his success is that he was “free’’ to carve out his own destiny. This 
naturally seems to him more important than that there was an 
exceptionally large and juicy continent to be carved just as he 
happened along, since it throws all the emphasis upon his own 
prowess. He therefore sees in the great industrial changes of the 
ninteenth century only “what business has done for the country.” 
He is compelled by his own egotism to the belief that the system 
which has been so good for him has at the same time been the best 
possible régime for the interests of society. ‘By the customary 
apologetic generalization from individual acquisitive interests to 
general social welfare, the idea of social good as a consequence of 
individual gain became a part of currently accepted social phi- 
losophy and currently formulated economic theory ””—the economic 
theory of the men “whose pecuniary interests found expression in 
the political creeds of liberal parties,’’ and “whose fortunes were 
bound up with individual liberty.” 

In some such fashion as this it has come about that “those who 
live by profit,” firm in the conviction of the identity between the 
success of ‘‘business”’ and the proper organization of society, and 
secure in the control of wealth and power, have become the 
defenders of the freedom of industry from governmental regulation. 
Surely there is nothing so very surprisingly illogical in the adoption, 
by those who are the most able to exert pecuniary pressure, of a 
creed of ‘‘freedom of contract’’ which ‘‘comes to mean, in effect, 
not only that one individual or group of individuals may not legally 
bring any other than pecuniary pressure to bear upon another 
individual or group, but also that pecuniary pressure cannot be 
barred.”? To such men as these, holding such views as these, 
every attempt to protect the laborer, the consumer, and the small 
business man against their rapacity—from Owen’s agitation for 
factory legislation to the Danbury Hatters’ case—has been de- 
nounced as governmental favoritism, “the subserviency of repre- 
sentatives of the whole people to the dictation of class legislation.’’s 

*W. H. Hamilton, The Ethical Implications of Current Economic Theory. Un- 
published. Cf., also, Hamilton’s article in this issue of this Journal. 

2 Veblen, Theory of Business Enterprise, p. 274. 
3 “Resolutions of the National Association of Manufacturers,” May, 1913. 
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Through the course of the development of modern capitalistic 
industry the theory of mercantilism (but not its practices) has been 
forgotten by the interests of which it was formerly the chief bulwark, 
and the creed which they now profess is substantially derived from 
the arguments by which the old order was broken down. ‘We 
protest against class legislation . . . . and we assert that all forms 
of class legislation are un-American and detrimental to our common 
good. We pledge our loyalty to our judiciary, upon the mainte- 
nance of which, unswerved by passing clamor, rests the perpetua- 
tion of our laws, our institutions, and our society.”* Thus “those 
who live by profit’ have become the arch-defenders of the social 
arrangements which were forced upon them with the greatest 
difficulty. The continuity of the process lies in the fact that they 
are now, as then and always, the ardent supporters of whatever is. 


VI 
Classical economics was never wholly descriptive. 


It must not be inferred from this sketch of the manner in which 
both economic theory and business interests became, through a 
century of laissez faire, the defenders of the existing order of extreme 
individualism, that the economics of the nineteenth century is a 
doctrine of complete assent. Whatever a man’s creed may be, 
there are always many things in the world which provoke him to 
raise a dissenting voice, and economists are always especially sus- 
ceptible to this particular type of stimulus. 

In the first place, the breakdown of mercantilism was by no 
means consummated in the time of Adam Smith; there still 
remained, long after individualism had become the rule of the 
day, many social and legal institutions which had not yet been 
adapted to the general scheme of Jaissez faire. Furthermore, 
fresh economic problems are constantly arising in every society 
into the solution of which the economist is sure to be drawn, as 
Ricardo was drawn into the bullion controversy. These activities 
are, in a sense, summed up in the legal-reform movement which 
was lead by Bentham and received the full support of the entire 
classical group. 


* Resolutions of the National Association of Manufacturers,” May, 1913; 
Political Creed, arts. 3 and 4. 
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The reconstruction of the antiquated legal system of England 
was in actual truth the creation of a science of jurisprudence in the 
image of Ricardian economics. It rested upon two fundamental 
principles: (1) “The right aim of legislation is the carrying out 
of the principle of utility, or, in other words, the proper end of every 
law is the promotion of the greatest happiness of the greatest 
number.” (2) ‘‘Every person is in the main and as a general rule 
the best judge of his own happiness. Hence legislation should aim 
at the removal of all those restrictions on the free action of an 
individual which are not necessary for securing the like freedom 
on the part of his neighbors.’* It was to the prosecution of these 
reforms that Bentham devoted his life. ‘Bentham was primarily 
neither a utilitarian moralist nor a philanthropist: he was a legal 
philosopher and a reformer of the law.’ But the aspect of his work 
which is most significant in this connection is the fact that in spite 
of its importance it was not a work of fundamental social reform, 
as was that of Adam Smith. For utilitarianism is, after all, only 
the ethics of laissez faire, and its application to the field of juris- 
prudence is not a new reform movement but rather a continuation 
of the general attack upon mercantilism. 

While the poor-law and free-trade agitations centered about 
the reconstruction of certain laws, they were sufficiently important 
to be classed as separate movements; for each called forth a con- 
siderable literature of its own. At the same time it is equally 
obvious that they were really only chapters in the individualistic 
reaction against mercantilism. The inefficacy of the poor laws 
followed as an inevitable corollary from the Malthusian doctrine of 
population. 


The poor laws of England tend to depress the general condition of the poor 
in two ways. Their first obvious tendency is to increase population without 
increasing the food for its support. . . . . Secondly, the quantity of provisions 
consumed in workhouses . . . . diminishes the shares that would otherwise 
belong to the more industrious and more worthy members, and thus, in the 
same manner, forces more to become dependent. 


And this entire argument was an equally direct consequence of 
the original postulate of laissez faire. If it is established that 


? Dicey, Law and Public Opinion in England, pp. 136, 146. 
2 Ibid., p. 127. 3 Malthus, 3d edition of the Essay, p. 172. 
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“wages should be left to the fair and free competition of the 
market, and should never be controlled by the interference of 
the legislature,” then it follows that ‘‘the clear and direct ten- 
dency of the poor laws is in direct opposition to these obvious 
principles.” 

Although free trade is an equally obvious corollary to the 
general doctrine enunciated by Adam Smith, and although restric- 
tions upon exportation and importation fell away fairly rapidly, still, 
either because of the natural strength of the landed gentry in 
Parliament, or, as Ricardo suggests,” because the landowner could 
cite the authority of Adam Smith for imposing high duties on the 
importation of foreign corn, the corn laws continued to be the sub- 
ject of a very bitter controversy which lasted until their repeal in 
1846. The classical economists took an important part in the anti- 
corn-law struggle; but here again their work was largely the 
rectification of a logical error into which Smith had been led by his 
obsession with the evil ways of traders and manufacturers. Mal- 
thus and Ricardo pointed out what Smith had overlooked, namely, 
that “landlords have a most decided interest in the rise of the 
natural price of corn; for the rise of rent is the inevitable conse- 
quence of the difficulty of producing raw produce, without which its 
natural price could not rise.’ But the doctrine of rent was a con- 
tribution to economic theory only from the point of view of the 
elaboration of formal principles; doubtless Adam Smith would have 
joined the Anti-Corn Law League himself had he lived to see Parlia- 
ment in the control—and the country at the mercy—of the land- 
lord, as it had earlier been in that of the manufacturer. 

While these reforms greatly extended the scope of Jaissez- 
faire doctrine they touched only certain phases of the great 
social problems which had been inaugurated by the rapid growth 
of factory production, and did not cut straight at the source 
of infection, as Adam Smith at least intended to do. To accom- 
plish this task the classicists would have been obliged to alter their 
central doctrines—to make their theory take cognizance of the 
social needs of the day. Adam Smith was great enough to see that 


Ricardo, op. cit. (Gonner’s ed.), p. 82. 


2 Ibid., p. 302. 3 Ibid., p. 298. 
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that is the function of economic theory; the classicists were not. 
They lived too soon after the overwhelming success of the initial 
promulgation of laissez faire to be able to modify their individualism 
even for the protection of the miserable victims of the early decades 
of the factory system. Malthus’ refusal to admit the theoretical 
possibility of the evils of an apparent oversupply of labor being 
overcome except by a “‘moral restraint”? which he had recognized 
in his first edition to be chimerical enough,’ and Ricardo’s heartless 
demonstration that ‘“‘in the natural advance of society the wages 
of labor will have a tendency to fall,” and that the only escape from 
the horrors of this process was the rather contradictory “‘stimula- 
tion’”’ of the laboring classes ‘‘to have a taste for comforts and 
enjoyments’*—such doctrines were well calculated to win for 
economics the soubriquet of “Dismal Science.” 

The surprising thing, however, in view of the orthodox inter- 
pretation of the function of economics, is not that the classicists 
were dismal scientists, but that they were so unscientific as to take 
any cognizance of the need for social reform. After Malthus had 
formulated his principle of population in all its details in his first 
edition of the essay, he rewrote the whole thing, making no sub- 
stantial changes in doctrine, but devoting his fourth book to a 
sermon on the virtues of a long and chaste bachelorhood. Ricardo 
stopped in the middle of his terrible chapter on wages and inserted a 
paragraph of gratuitous advice to the effect that if the laboring 
classes could be induced to acquire a standard of living involving 
a large margin of desirable but dispensable gratifications, the 
elasticity of that margin would ward off both indiscreet enlarge- 
ment of families in times of plenty and unbearable hardship in times 
of want. If economics is a descriptive science and the economist 
is a detached searcher for the laws of the universe, why should men 
like Ricardo and Malthus have paused even to notice such mundane 
affairs as these? Why, if his business was only that of a clear 
expositor of the operation of social principles, should John Stuart 
Mill have gone quite out of the province of economic doctrine, as 
he himself formulated it, to defend state regulation of the hours of 

* Malthus, 1st ed., in Ashley Classics, p. 14, ll. 3 and 4. 


2 Ricardo, op. cit., p. 77. 
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labor,t governmental protection of the unwise consumer,’ the 
direction of industry by the association of laborers with the capital- 
ist and of laborers with one another,’ and even the progressive 
taxation of incomes and consumption ?4 

The answer seems to be, as has already been suggested, that in 
spite of their obsession with the doctrines which they had assembled 
around Adam Smith’s conception of the “natural” organization 
of society, the economists of the nineteenth century were unable 
completely to avoid the social problems of their own times. They 
assumed the réle of reformers in spite of themselves, and therefore 
they turned aside every now and then—more and more frequently 
as time went on—to meet the demands of their own social situation. 
With John Stuart Mill there was already a considerable body of 
extraneous economic theory—such as that mentioned above— 
which had but little relation to the system, and was called into 
existence in a different manner from the main body of doctrine. 

If this were an attempt at a demonstration, and not merely 
an illustration, of the theory here advanced of the functional history 
of economic thought, it would be necessary to study the latter part 
of the nineteenth century with the greatest care. Such a study will 
not be attempted here because it would represent too great a diver- 
sion from the main purpose of the paper. The principal features 
of the transition from the economics of “‘approbation”’ to the eco- 
nomics of “reconstruction” are, however, first, the rapid growth 
in importance of extra doctrinal economics, which was brought to 
a head by J. B. Clark’s distinction between the older economics as 
the theory of a hypothetical “‘static”’ order and the newer specula- 
tion as the theory of the “dynamic” order, in which the exact 
operations of the classical principles are always disturbed by the 
forces of change; and, second, the growing tendency through the 
last two decades to expose and ruthlessly criticize the most funda- 
mental assumptions of orthodox theory—a tendency which, per- 
haps, finds its culmination in a series of articles by J. M. Clark, 

tJ. S. Mill, op. cit., Book V, chap. xi, par. 12. 

2 Ibid., Book V, chap. xi, par. 7. 

3 I[bid., Book IV, chap. vii, par. 4. 
4 Ibid., Book V, chap. iii, par. 5. 
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now in process of publication.‘ Furthermore, that each of these 
tendencies is actuated by the growing perception of the absurd 
inadequacy of the fundamental notions of orthodox economics as 
the basis of a theory of progressive control of modern industrial 
society is a fact too generally recognized to demand more than 
mere mention. 


VII 


The growing insistence of the fundamental social problems with 
which orthodox theory cannot deal effectively is forcing fundamental 
changes in economic theory—and the inauguration of a new cycle. 

If, then, the interpretation of the natural history of economic 
doctrines which has been suggested in this paper is correct, one 
complete cycle has expired since the period of Adam Smith. The 
present generation should, according to this view, be undergoing a 
general social reconstruction reaching far down among the basic 
institutions of the economic order. And at the same time a new 
economic doctrine should be in process of formation as one of the 
instruments of control over the process of social renovation which 
should be as unlike the doctrines that underlay the old order as 
the individualism of the physiocrats and Adam Smith was unlike 
mercantilism. 

There is a considerable amount of evidence that this is actually 
the case. Not only have many economists come to the conclusion 
that “if the program of social progress does not harmonize with 
the existing economic science . . . . the fault is with economics”’ 
but also in the last few years four notable attempts to correct this 
fault have been going on. Veblen, Hobson, Cannan, and Clay have 
systematically attacked the problem, not of revising economic 
doctrine, but of giving an account of the modern social order which 
shall square with the facts of social injustice and thus be relevant to 
the needs of the age.’ 

In three respects the work of these men is exactly parallel to that 
of Adam Smith; in a fourth it is equivalent to Smith’s work though 

* The first of these articles appears in the present issue of this Journal. 

2 Davenport, op. cit., p. 528. 

3L. C. Marshall’s Readings in Industrial Society, to be issued from the press in 
the near future, will be an important addition to this literature. 











j 
j 
3 
; 





















a LET WG 


nema 














PROBLEMS OF ECONOMIC THEORY 89 


necessarily divergent from it. First, instead of following the prac- 
tice of the doctrinaire economists of making their books consist of 
discussions of ‘‘economic principles,”’ they omit “‘a great deal of the 
discussion of wages, profits, and rent, which had some local impor- 
tance a hundred years ago but is now obsolete,’ and they set out to 
give a thoroughgoing account of the structure of modern economic 
society and the manner in which that structure is dominated by the 
“machine process.” Adam Smith began his book with a description 
of the division of labor, and followed that with a discussion of the 
manner in which business enterprises were then carried on by 
individuals and by nations. Secondly, they are as absolutely 
ruthless in their exposure of the fallacies involved in the supposition 
that the incomes which accrue to “pecuniary magnates are com- 
mensurate with their services to society,” and they are as firm in 
their insistence “that the gains of these larger business men are a 
function of the magnitude of the disturbances which they create 
rather than of the productive effort,’ as Smith was in his attacks 
upon “those who live by profit.” Thirdly, both before’ and during 
the war‘ they have maintained as Smith did that it is not the welfare 
of nations which is served by the vast extension of the nations’ 
commerce to include foreign and especially semicivilized countries; 
instead of this it is “‘the contrivers of the whole system”’ who profit 
—the mercantilists and exporters of speculative capital, dynasties, 
and dynastic statesmen. Fourthly, like Smith they have endeav- 
ored to formulate a conception of social welfare upon which to 
build; but, as Hamilton has pointed out, their task has not been as 
easy as Smith’s. 


Unlike Smith and the later economists, Hobson is concerned with a state 
of social well-being that can be attained only by conscious effort. It must be 
reached by careful planning, not by the automatic operation of a let-alone 
policy. He is therefore compelled by his problem to set up an elaborate 
standard of social welfare, appraising in their complex mutual relations all 
the elements of a well-ordered social whole.s 


* Cannan, Wealth, Introduction, p. viii. 3 Hobson, Imperialism. 
2 Veblen, Instinct of Workmanship, p. 354. 4 Veblen, The Nature of Peace. 


5 W. H. Hamilton, “‘Economic Theory and Social Reform,” Journal of Political 
Economy, XXII, p. 568. 
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VIII 


Every science, “descriptive” or “ directive,” contributes to the solu- 
tion of some practical problems. 

If the question whether economics is a descriptive or a directive 
science arose from a complete disjunction, it would be necessary 
to infer from the interpretation of the function of economic science 
proposed in this paper that the economics of the past has not been 
descriptive. But such a conclusion would be patently false. For 
even if it be granted that the problems of the science of economics 
have always been determined by the needs of the social order and 
that they always must be so determined, it certainly does not follow 
that economists are therefore not interested in obtaining really 
efficacious solutions of those problems. And of course the efficacy 
of the economist’s thinking must depend upon the clarity of his 
vision—that is to say, upon the extent to which his scientific 
generalizations are true descriptions of the institutional order. A 
directive science must necessarily be a descriptive science. 

Furthermore, it seems probable that the converse of this 
proposition is also true. However “pure” a science may be, 
however remote from “practical affairs’? may be its search for the 
ultimate, it must proceed from the conviction that ultimate truth 
is somehow worth having, that having it would somehow make 
a difference in men’s lives. The difference between sciences in 
point of practicality, therefore, seems to be, not even a difference 
of degree—since the most absolute science must contribute to some 
human need—but rather a difference in the nature of the problems 
of living to the solution of which the sciences contribute. The 
essential thing for every scientist to understand is, therefore, not 
whether his science is “‘pure’’ or not, but what the actual problems 
are about which all his scientific studies must be massed. It is to 
this understanding that such studies as the one here presented 


ought to contribute. 
C. E. AYRES 
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NOTES 


WASHINGTON NOTES 


GOVERNMENT CONTROL OF RAILROADS 


Probably the most far-reaching action with reference to transporta- 
tion taken by public authority in a generation or more has been the 
President’s proclamation on December 26, directing the practical trans- 
fer of the railroads of the country to government control. The course 
thus determined upon follows the publication of the findings of the Inter- 
state Commerce Commission on December 5, wherein it is set forth, in 
reply to the roads’ plea for higher rates, that such higher rates would 
not materially assist their present condition. From the standpoint of 
the government three principal reasons are seen for the taking over of 
the lines: 

1. The avoidance of obstructions to transportation due to the routing 
and division of freight, intended to give a fair share to each line in a 
given territory. 

2. The abolition of preferences to given shippers and kinds of freight, 
and the centralization of control over priority in shipment. 

3. The practical termination of rate controversies and labor discus- 
sions as between private individuals and the placing of the roads on a 
semi-military basis. 

The railroads themselves have received the announcement of the 
President’s action with much greater equanimity than could have been 
expected. They undoubtedly see in the step the following advantages: 

1. Assurance of a moderate if not generous income in a period of 
great uncertainty and difficulty, during which they have been caught 
between the upper and nether millstones of fixed rates and advancing 
costs and wages. 

2. Termination of the danger that threatened them from the con- 
tinually maturing obligations which ordinarily they would have little 
trouble in refinancing, but which, under existing conditions, can scarcely 
be provided for on any basis. 

3. Provision of means for betterment and improvement at a time 
when such provision can be had practically only through government 
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orders designed to place such requirements ahead of those of private 
concerns. 

Due to recognition of these considerations, investors who had pre- 
viously regarded the situation with the utmost pessimism have shown 
much greater confidence and enthusiasm with respect to railroad secu- 
rities, as indicated by a rise of from five to ten points in general values. 

By retaining the railroads’ own organization and enlisting the service 
of men familiar with transportation conditions the new experiment may 
prove to have its advantages over the old situation—at least as a war 
measure. The interesting phase of the conditions thus produced is, 
however, found in the question whether what is successful as a war 
expedient will or will not be continued during times of peace; in other 
words, whether this experiment in public control may develop into a 
policy of permanent public ownership with all of the problems entailed 
by such a change. There is already suggestion of the difficulties likely 
to be entailed by such a new policy in the prediction that the President’s 
plan to compensate the roads on the basis of their average net earnings 
for the past three years will be sharply opposed in Congress. So many 
serious economic and political problems are raised by the proposed 
policy that some months will be required for the development of even 
a tentative judgment as to the wisdom of the new step from any stand- 
point except that of war emergency. One of the many points upon 
which valuable information will be furnished by the new experiment wi!l 
be the much-contested question whether or not savings in operating costs 
can be effected under government control by the elimination of com- 
petitive wastes, so called, the avoidance of duplication in auditing and 
accounting, and the improved management of financing and purchasing 
which, it has already been asserted, can be had through joint or central 
control. 
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EARNINGS OF FEDERAL RESERVE BANKS 










One of the interesting features of the banking history of the year 1917 
is proving to be the development of the earnings of the federal reserve 
system. It was predicted that when the Federal Reserve act was passed 
the banks would be unable to pay expenses, to say nothing of “making 
money.” This idea continued to be entertained by not a few during the 
first two years of the life of the system, and so strongly was the opinion 
entertained that it resulted in proposals here and there to reduce the 
capital of federal reserve banks by 50 per cent or, according to the sug- 
gestions of some, toa merely nominal figure. Experience during the year 
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1917 has put these notions to rout by showing the capacity of the 
federal reserve system as an income earner. Although reserves at the 
close of the year are well over 60 per cent, and during much of the period 
between 80 and go per cent, of liabilities, the expansion of business at the 
federal reserve banks due to government financing has enabled almost 
all of the banks to cover arrears in their accumulated dividends and to 
open the year 1918 with a very substantial surplus in addition. This 
has been done after the adoption of a liberal depreciation policy in 
which the Federal Reserve Board has laid down only the following 
restrictions: 

1. That federal reserve banks should be permitted to charge off 
furniture and fixtures account in full and not exceeding 10 per cent of 
the cost of vaults. 

2. That no charge be made against the cost of federal reserve notes 
except the notes actually issued to the bank by the federal reserve 
agent. 

3. That on the cost of bank premises depreciation allowance in any 
one year should be limited to 5 per cent of the total cost. 

No reserve for depreciation against 3 per cent one-year notes has 
been provided, as these notes may be taken up on any interest date. 

In addition to covering their book earnings and making provision 
for depreciation, the federal reserve banks are paying to the govern- 
ment a sum likely to amount to near one million dollars, while a similar 
amount under the terms of the law is transferred to surplus account, 
upon which, in the event of liquidation of any bank, the government has 
a contingent claim. Even those federal reserve banks which have not 
declared dividends fully covering their arrears might have done so had 
it not been for the adherence to a conservative policy, recognizing the 
possibilities of loss, and hence requiring the maintenance of a moderate 
balance of earnings. 

This is an extremely creditable record and promises well for the future 
of federal reserve banks as income earners should their present volume 
of business be maintained. The interesting theoretical question in this 
connection is the probable extension of their volume of business in the 
event of a declaration of peace. Would the banks in such a case be 
allowed to return to their former condition of comparative inactivity ? 
They have shown that they can make large earnings at the same time 
that they maintain high reserves and yet fully protect the community. 
The question of their continuing to do so is primarily the underlying 
basic question of the relation of the federal reserve system to the banks 








94 JOURNAL OF POLITICAL ECONOMY 


of the country as a whole. If it be desired to have them active partici- 
pants in the discount market, like the great European banks, they could 
undoubtedly occupy that place and continue to make large earnings. 
The return of peace, which will bring with it so many great economic 
questions, will undoubtedly include among them this one—the position 
to be occupied by the federal reserve banks in the financial market of 
the future; and the answer given to it will itself afford the answer to 
many incidental and dependent questions. 


DISCOUNT RATES 


Intimately associated with the progress of government financing and 
the condition of the banks of the country as a whole has been the discount 
rate situation at federal reserve banks. Since the first adjustment of 
discount rates effected shortly after the organization of the system, 
changes called for by circumstances have been comparatively unim- 
portant, the most significant being found in the establishment from 
time to time of new rates for special classes of paper. At the beginning 
of the year 1917 banking conditions the country over were strong and 
discount rates generally low. It was expected by some that the entry of 
the United States into the war would bring about an almost immediate 
advance in rates of interest, but this tendency developed much more 
slowly than had been expected. There was therefore but little necessity 
for change in the rates of federal reserve institutions until the placing 
of the first Liberty Loan was well under way. 

At the time of the first loan, in order to facilitate the operation of 
disposing of the bonds the Board thought best to recommend to federal 
reserve banks the establishment of uniform preferential rates in favor of 
paper protected by government obligations. With these, as with the 
ordinary offerings of eligible commercial paper, a distinction was made 
between short-time obligations and those of a longer period. Accord- 
ingly member banks’ collateral notes running fifteen days protected by 
government obligations were generally placed upon a 3 per cent basis, 
while ninety-day obligations collateraled in the same way were given a 
3 per cent rate, these figures being about one-half of 1 per cent below 
the rates fixed for paper of similar maturities protected by ordinary 
commercial paper. Owing to the co-operative and generous action of 
the banks throughout the country in undertaking to advance funds to 
borrowers who desired to purchase government bonds at rates of interest 
corresponding with those borne by the new obligations and consequently 
involving no profit to themselves, these rates give to the borrowers of 
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the country the full advantage of access to federal reserve banks for 
the purpose of carrying their loans necessitated in the purchase of such 
securities. The satisfactory working of the policy in facilitating the 
movement of the bonds into the hands of their ultimate holders has been 
sufficiently reviewed in another issue of the Journal. Increases in com- 
mercial rates of discount began to make themselves apparent during 
the late summer at most of the financial centers throughout the country, 
and the raising of the rate of interest borne by the second Liberty Loan 
to 4 per cent as against the 33 per cent on the first issue of bonds suggested 
the propriety of a general advance of one-half of 1 per cent in federal 
reserve rediscount rates. Such an advance was accordingly suggested 
to the banks and generally put into effect at the close of November and 
during the first two weeks of December, the differential in favor of 
government-secured paper being, however, still maintained. Incidental 
to this revision of rates it was also thought best to merge with the ordi- 
nary commercial rates the special rate previously made upon paper 
secured by warehouse receipts and designated by the Board as “com- 
modity paper.” This rate, originally made for the purpose of assisting 
in the movement of the crops and the rendering possible the regular 
marketing of reserve supplies in such a way as to avoid sudden inflations 
of prices, had been rendered unnecessary by the great advance in com- 
modity prices and by the change in conditions which rendered it prefer- 
able that supplies should move steadily to market rather than they should 
be held in storage by producers or middlemen. These changes in dis- 
count rates, moreover, have been followed and accompanied by a resort 
(for the first time) to the use of the inter-reserve bank rediscount func- 
tion. Those banks which during December were heavily drawn upon 
by customers during the government financing were enabled to transfer 
some paper with their indorsement to other reserve banks, thus equalizing 
the resources of the country. 


RESERVE BRANCHES 


One of the most important duties devolving upon the Federal Reserve 
Board during the year 1917 has been the better working out of the policy 
of the federal reserve system with respect to branch offices of federal 
reserve banks. Section 3 of the Federal Reserve act, relating to 
branches, in its original form presented some ambiguities which the 
Board was able to adjust only tentatively. Perhaps the most serious 
source of uncertainty lay in the apparently mandatory requirement of 
the law that federal reserve banks should establish branch offices, the 
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Board’s power and responsibility in the matter being thus apparently 
the subject of some uncertainty. Differences of opinion with reference 
to the establishment of such branches almost unavoidably existed in 
certain of the districts, and Congress therefore wisely, by the act of 
June 21, transferred to the Federal Reserve Board the power to decide 
whether branches should or should not be established in any given case, 
while it left to the Board a large measure of authority as to the organi- 
zation and characteristics of the branch thus to be established. Prior 
to the adoption of this amendatory law the Board had already devoted 
much attention to the needs of the several districts in this respect and had 
reached the conclusion that, while it was desirable in every case that 
newly established branches should be created only where there was 
reason to believe that they would be self-supporting and active institu- 
tions, there was also to be taken into account the general question of 
broad public policy affecting the convenience of the member banks and 
of the public in respect to their access to the offices of the federal reserve 
system. Acting upon this conviction and after consultation with the 
local bankers affected in each case, the Board during the year 1917 
provided for the establishment of branch offices at Pittsburgh and Cin- 
cinnati in district No. 4, at Baltimore in district No. 5, at Detroit in 
district No. 7, at Louisville in district No. 8, at Omaha and Denver in 
district No. 10, and at Seattle, Portland, and Spokane in district No. 12. 
There had previously been established in 1915 a branch of the federal 
reserve bank of Atlanta in district No. 6 at New Orleans. In the 
New Orleans branch, the first to be established, a theoretical segregation 
of the capital of the parent bank and the assignment of a separate terri- 
tory had been effected. Experience has shown that this plan was open 
to some objection, and in creating the new branches established under the 
authority of the act of June 21 the Board has consequently developed 
a new type of organization. Under the new plan it is intended that the 
branch shall be a local office of the parent institution, member banks 
having the option of dealing direct with it or with the parent as they 
may see fit. They may transmit their items for collection to the branch 
office or to the parent as they see fit, and they may elect whether to 
present their discount offerings at the branch or at the head, giving due 
notice of their choice subject to later revocation at their pleasure. Book- 
keeping and accounting operations are thus conducted at the head 
office, which reports direct to the Board, and the relations between the 
Board and the branches are thus reduced to a minimum so far as the 
daily routine of administration is concerned. The management of the 











NOTES 97 


branches has been placed in the hands of a board of five directors, three 
of whom are selected by the parent institution, while two are designated 
by the Board. One of the three directors chosen by the federal reserve 
bank is named by it as manager of the branch. Time has not yet been 
sufficient to test this plan of organization, but the Board believes that 
with such modifications as experience may prove to be necessary this 
will become the standard type of branch office and that those branches 
organized under the earlier plan will be converted into the new form. 
From the beginning of the year 1918 the system will consist of the twelve 
parent institutions and the eleven branches already provided for. At 
the present moment no other or additional branch offices appear to be 
required. 
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Railroad Valuation. By Homer B. VANDERBLUE. (Hart, 
Schaffner & Marx Prize Essay.) Boston: Houghton 
Mifflin Co., 1917. Crown 8vo, pp. 222. $1.50. 


This volume is an analysis of the principles and practice of the valua- 
tion of railroad properties for the purpose of rate regulation. The 
first part of the book is devoted to reproduction cost as a measure of fair 
value, the second to original cost, and there is a final chapter on the 
rate of return. 

The analysis of the principles of valuation for rate-making is the 
most complete, most closely reasoned, and altogether the best general 
exposition of the subject extant. The author’s views, however, do not 
differ materially from those which appear to be held by economists 
generally; namely, that the reasonably necessary investment less 
depreciation measures equitable value, and that allowance for strategic 
value, going value, and unearned increment should be allowed in the 
rate of return. The theoretical discussion in the book consists primarily 
in the superior exposition of existing doctrine rather than in the con- 
tribution of new theories. 

The most important contribution of the work is its criticism of the 
practices of valuation. The author exposes exhaustively and ruthlessly 
the inaccuracies inherent in valuation data and the additional inaccu- 
racies caused by the carelessness and lack of thoroughness which have 
characterized appraisals. The author also exposes mercilessly the 
expert fetish, the unreliability and the total lack of foundation which so 
frequently characterizes the opinions admitted as the “judgment” 
of “experts.” 

Since a certain amount of inaccuracy is inevitable in appraisals, it is 
desirable that this be thoroughly appreciated in order that the appraisal 
figures shall be accepted only as estimates rather than as absolutely 
accurate determinations. The author, however, radically overestimates 
the importance of the inevitable inaccuracy. He regards attempts to 
make a cost appraisal and reproduction cost appraisal of a railroad as 
fruitless (pp. 136 and 138). The fact that in both cases resort to esti- 
mates is necessary does not render the resulting figures useless for rate- 


98 














BOOK REVIEWS AND NOTICES 99 


making purposes. The author fails to take into account the fact that 
the accuracy of appraisals can be greatly increased by more careful 
methods of investigation. It is not necessary to rely upon the purely 
gratuitous opinions of experts based on “judgment” rather than on 
careful investigation. And granting that substantial inaccuracy is 
inevitable, the appraisal figures are still far from useless, for it is always 
possible to err on the side of conservatism, and figures which err in 
their liberality to the utilities are certainly far better than no figures 
at all. Only it is important to remember always that the figures are 
estimates. 

In advocating the allowance for strategic value, going value, and 
unearned increment in the rate of return the author transfers the dis- 
cussion of some of the most difficult and unsettled problems of valuation 
from the field of the determination of the rate base to the field of the 
determination of the rate of return. As this work is primarily a dis- 
cussion of the problem of determining the rate base, the discussion of 
these problems in the chapter on the rate of return consists simply of a 
survey of some of the factors involved in the solution of the problems; 
it does not attempt to indicate the principles governing their solution. 


SUMNER H. SLICHTER 
UNIVERSITY OF CHICAGO 


Economic Moralism. An Essay in Constructive Economics. By 
James HALDANE SmitH. New York: Macmillan, 1917. 8vo, 
pp. 288. 


“Economic moralism” is the author’s name for a new brand of 
socialism, which is fearlessly and frankly utopian. In his preface 
Mr. Smith criticizes the “fatalistic” socialists for the easy-going policy 
of relegating fundamental difficulties to the category of details to be 
worked out in the light of experience, and so shirking the task of formu- 
lating a definite ideal. Though this position is well taken, it can hardly 
be said that the author is entirely guiltless of the same offense. The 
basis of the new system is laid in Spencerian ethics, and if Mr. Smith’s 
reasoning from the principle of maximum liberty to the immorality of 
private property and of rent, interest, and profit is not entirely invulner- 
able to criticism, it is at least much better than Spencer’s own deduction 
of the opposite conclusion from the same premises. 

The most important features of the “ideal, based on absolute ethics,” 
after the public ownership of productive wealth and private property in 
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income, are the provision for new capital and the treatment of economic 
rent. Interest, being immoral, is not to be paid in any form, nor is it 
to be counted as part of the cost of production of commodities. But 
the price of each article is to be so adjusted as to provide the necessary 
new equipment for supplying all demand which becomes effective at the 
price fixed. This contention that the present consumers of each com- 
modity should pay for extensions as well as maintenance of the plant 
producing it is a striking coincidence with the claims of American big 
business. In addition, all lines of production must accumulate reserves 
against sudden changes in demand, which reserves may be loaned from 
one industry to another. Situation rents are disposed of by making 
the consumer’s price of every commodity uniform over the whole society 
and equal.to the “average” cost of production. Transportation charges 
and the like are added to the cost of the goods exported from any locality, 
not of those imported into it. Differences in fertility are also averaged 
out, but site-rents for dwellings are to be collected and applied to improv- 
ing the surroundings of the less desirable sites. 

The system as a whole carries as far as possible the idea of having 
each person pay exactly for all benefits received, involving a minimum 
of free services on the part of the state. Education is to be charged to 
parents, and even roads maintained by taxing the different kinds of 
traffic in proportion to the estimated wear and tear which they cause. 
Provision for personal contingencies is almost entirely on the insurance 
basis. The cost of the few free services furnished is to be met by a 
uniform poll tax on all able-bodied persons. Wages depart from equality 
only as necessary to secure the performance of the more disagreeable 
tasks and with a very small allowance for the amount of the product to 
serve as a stimulus to industry. A concluding section, on the basis of 
“relative ethics,” sketches the transition from capitalism to the moralist 
system. 

On the whole, the work is ingenious as weil as serious, and will prove 
interesting and stimulating to anyone interested in the constructive 
literature of extreme radicalism. Many of the assumptions in regard 
to human nature, its capacities and adaptibilities, and to the relative 
productive efficiency of the imagined system as compared with the 
present one, and the like, are of the usual socialistic type and will appeal 
to nonsocialists as unwarrantable in the absence of more proof than is 
offered. 

F. H. KNIGHT 


UNIVERSITY OF CHICAGO 
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The English-Speaking Peoples. By GrEorGe LEwIs BEER. New 
York: Macmillan, 1917. Pp. xi+322. $1.50. 

The unity of purpose that has brought all the English-speaking 
peoples into a world-war to establish on firm foundations the existence 
of democracy makes George Louis Beer’s The English-Speaking Peoples 
a timely and valuable commentary on our political and economic needs. 
Mr. Beer’s undoubted qualifications for the task he has undertaken give 
the book weight. He specifically states in his introduction that his book 
is concerned with “the advisability and necessity of a co-operative 
democratic alliance of all English-speaking peoples, from which may 
possibly in time be developed such a new type of permanent political 
association”’ as a political reunion. This shows that he appreciates as 
inevitable a slowness of growth in the political developments in which 
America may (some would say must) take part. 

One may not follow Mr. Beer as to the desirability of a “super- 
state political system,” with its lack of external pressure and its problem 
of avoiding civil or intra-group schisms, but one can see the political and 
economic desirability of joint action by English-speaking peoples without 
deciding pro or con the necessity of a larger community of action, 
whether or no so comprehensive as to bring about a world-wide organiza- 
tion. 

The word nation is difficult to define—the British Isles, Canada, and 
the United States are all nations in popular parlance. To use the word 
as Mr. Beer does to express a group linked by cultural unity may startle 
some, but Mr. Beer explains his definition and gives his reasons for such 
use, so that the attentive reader is stimulated and not confused. Perhaps 
the idea that will stick is that the seven English-speaking political groups 
are of one civilization. 

That “governments [of states] cannot escape from acting upon 
competitive, as distinct from co-operative, principles” is now generally 
appreciated. Even the scheme of co-operation, vague and perhaps 
temporary as it is, into which some of the Entente Allies were forced to 
enter to pool their economic resources, admitted the plan of active 
competition against the Central Powers after peace should be established. 
This makes it imperative for America to consider now, in advance of any 
peace, where America should stand. Alone, we are likely to be ground 
between the Entente and the Teutonic millstones. If with the Entente 
nations, then are we to be with all or with only certain ones? Shall we 
welcome united economic action with all the Entente nations great and 
small, rich and poor, strong and weak, culturally akin and culturally 
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remote? Shall we go into a close or a loose partnership? We have got 
to decide. The most nonchalant American business man knows that 
this thing must be thought out before we emerge from this war. 

A chapter on “Economic Interdependence,” almost one-fifth of the 
book, gives facts about the British Commonwealth and America that 
are quite generally unknown to the average reader, if not to others more 
informed. All those who are thinking of the economic stress that is to 
occur after the war—in America as well as everywhere else—will be 
grateful to Mr. Beer, as his book is most helpful in its facts and will 
stimulate to clearer thinking about our future needs. 


SINCLAIR KENNEDY 
BROOKLINE, MAss. 


How Germany Does Business. By Dr. PAUL PENSAC GOURVITCH. 
New York: B. W. Huebsch, 1917. Pp. 142. $1.00. 


This little book contains twenty-three short chapters dealing with 
the commercial policies dominant in the foreign trade of modern Ger- 
many. It is written with a manifest prejudice against Germany, and 
hence cannot be taken as an entirely reliable survey of German business 
methods in foreign trade. However, the book points out rather clearly 
some particular features of foreign-trade policy which have brought 
about Germany’s phenomenal development. The brief exposition will 
serve to bring home to American exporters a number of lessons which 
must be learned if we are to develop our foreign markets. 

The fundamental policy on which Germany’s export system has been 
based is the extension of credit, the privilege of purchase on long-time 
payment. German exporters were quick to see that such a plan, which 
allows the importer to dispose of at least a portion of the goods before he 
is compelled to pay for them, is the life-blood of foreign trade. This 
extension of credit not only increased the volume of orders from 
importers, but “discovered a new working class of importers’’—the 
small importers, whose number was large in proportion as their orders 
were small. This ramification of credit formed an excellent shock 
absorber against financial loss, because it placed less reliance on sporadic 
units. This extension of credit to the small dealer was, moreover, 
always backed up by a thorough knowledge of the individual importer, 
of his needs, and of his financial power—knowledge which was system- 
atized by special agencies and then utilized in the way most conducive 
to trade expansion. German exporters carried no coals to Newcastle. 
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A second basic principle in the German foreign trade is summed up in 
the statement: The public be pleased! German foreign traders dis- 
covered new articles to sell—articles unknown at home, but such as 
pleased the tastes and suited the needs of their foreign customers. No 
detail was too small, no whim too capricious, to be considered in trade 
development. They thought more of the other fellow and less of them- 
selves. Thus they reduced the buyer’s effort to a minimum and made 
friends of their customers. They understood, as Mr. Gourvitch points 
out, that “their prosperity had only one basis, namely, the prosperity 
of their buyers.” 

Germany exported not only goods but men—men trained thoroughly 
in all the principles of international banking and exchange, men whose 
whole education had been regulated with a view to making them efficient 
salesmen in the foreign field. The “exported”’ men were experts in the 
language of the country to which they went, and were acquainted with 
its history, geography, and peculiar customs. As managers of branch 
offices they soon became fixtures in the foreign trade. Their regard for 
detail captivated the attention of the world; it captivated trade. Cata- 
logues were always printed in the language of the country to which they 
were sent, advertising material was especially adapted to the people 
among whom it was spread and was never merely a translation of home 
copy. Through hours of patient research Germany eliminated waste 
and supplemented by imitation what was lacking in inventiveness. 

But the application of these principles alone would never have 
developed German foreign trade to the point it had reached in 1914. 
Many economists will hold that they are even of secondary importance 
as compared with certain policies treated briefly in the final chapter. 
No amount of credit extension, of adaptation of export articles to foreign 
tastes, or of industrial and commercial education would have sufficed 
without extensive government aid through differential freight rates on 
government-owned railroads, and through rebates and other special 
shipping facilities. The cheapness of German goods was in many cases 
due, not to “manufacturing on a big scale” (p. 56), but to the well- 
known practice of “dumping,” which furnished commodities to foreign 
fields at cost or even below, while in the home market a protective policy 
repaired the loss. Dr. Gourvitch also fails to mention the fact that the 
comparative cheapness of German goods was often due to inferior quality. 

This book should be of interest to American exporters. The fore- 
sight and business acumen by which Germany developed her foreign 
trade are worthy of consideration in our efforts to enlarge our own foreign 
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markets. However much we may disagree with Germany’s motives in 
trade development and with certain of her export practices we acknowl- 
edge that she built up a remarkable foreign trade and we may profit by 
the adoption of many of the principles here briefly set forth. The book 
is printed on cheap paper and is poorly bound. 

Harry T. CoLiincs 


PENNSYLVANIA STATE COLLEGE 
STATE COLLEGE, PA. 


Outlines of Agricultural Economics: A Class-Book of Questions and 
Problems. By Epw1n G. Nourse. Chicago: The University 
of Chicago Press, 1917. Pp. ix+g95. $0.50. 

This handbook accompanies Agricultural Economics by the same 
author. It is for use in courses in rural economics in general and in 
marketing, rural credits, and other special topics. By means of the 
questions themselves, additional references, and excerpts adapted for 
use as problems it introduces much material not covered in the com- 
panion text. The topics for special papers are designed to suggest 
adaptation to local conditions as well as organized treatment of general 
aspects of economic problems raised in the seventeen chapters. 

Professor Nourse has given us questions of a truly penetrating type. 
A number of them are worth the attention of instructors in courses in 
other phases of economics, even of advanced courses in the general field. 
The expressions used are markedly fresh and concise. 

The problems are well chosen and make the students realize the vital 
character of the economic situations encountered in business of various 
kinds. The author stresses the point throughout the book that the busi- 
ness of agriculture is different from that of other lines of enterprise but 
that many of the bases of differentiation are disappearing under modern 
development. 

In general, this handbook has the “defects of its qualities,” to be 
sure, but it contributes much to the work of the classroom and suggests 
points of view that are stimulating to devotees of agriculture and of 
economics alike. 


CHARLES L. STEWART 
UNIVERSITY OF ILLINOIS 








